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Introduction 


Ewa Latoszek and Agnieszka Ktos 


1 Key Arguments Presented in This Volume 


Given the importance of international organizations in today’s world, the 
purpose of this publication is to present the scale of activities carried out 
by international organizations (10s), their role in solving selected problems 
related to the current challenges of the world, and the effectiveness of actions 
taken to balance global development. This publication is an original research 
work aimed at acquiring new knowledge about basic phenomena and observ- 
able facts on the role of international organizations in creating, managing, and 
providing global public goods (GPG s) for better implementation of sustainable 
development (sD). The publication is of key importance for the theory and 
practice of international and development economics, the more so because 
their role has increased significantly in the current global situation, marked 
by the pandemic, the war in Ukraine, and the deepening economic crisis. The 
fact that international organizations have come to serve as a forum where 
attempts are made to reconcile the conflicting interests of its members is of 
particular importance nowadays, given that member states seem to be losing 
the ability to deal with the flagrant incongruities existing within their own 
societies. They begin to rely — to an increasing extent — on international organ- 
izations as coordinators of activities within the gradually expanding areas of 
international cooperation. 

According to scholars researching the process of globalization, the role of 
international organizations in responding to new global and regional chal- 
lenges related to economic, financial, and social changes has become notice- 
ably more prominent over the past decade (Gygli et al., 2019; McCormick, 
2022; Diehl & Frederking, 2010; Carbaugh, 2016). The changes which have 
taken place in the world have increased the pressure to build a new global 
architecture for the 21st century based on deepening the interdependence of 
the main actors in international relations (that is, international governmental 
organizations and institutions, states, and NGOs) to face the current economic, 
political, financial, and social challenges. But today, as the global community 
confronts a comprehensive and interconnected array of compelling economic, 
development, and security challenges which require effective coexistence 
of these actors, the importance of 10s in solving this problems is much greater 
than ever. Nowadays at the center of world sustainability stand the new policy 
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towards the ways of providing and regulating global public goods by 10s as the 
global uncertainty is on the rise fueled by political, geo-economic, and social 
tensions. The COVID-19 pandemic and the war in Ukraine have accelerated and 
focused attention on these shifts, while creating challenges of its own. It has 
exposed the risk of a breakdown of global cooperation and trust. But no mat- 
ter what the emerging threats are, it has also highlighted the interconnected 
nature of economies, which rely on stable and predictable international rules 
and resilient channels of multilateral cooperation. 

Today, global public goods — their management and provision — are one of 
the most important issues in international relations and their study has not only 
an academic but also a distinctly utilitarian value (Kaul et al., 2003). Questions 
about how to maintain peace and democracy, impede global warming, fight 
the pandemic or avoid the global economic and financial crisis are becoming 
increasingly relevant to a globalized world. Despite the threats and the obvious 
benefits of collective actions of the international community for the common 
good and the wider security of the world for future generations, the practice of 
all subjects involved in this area leaves much to be done and is in principle still 
a road to nowhere, no matter if it has absorbed huge amounts of private and 
public money and still is unable to provide what civilians need the most — 
security, stability, sustainability. 

It is currently necessary to provide a multidimensional analysis of the impact 
of international organizations on mitigating the threats emerging in the global 
economy and reconciling the conflicting interests of its members through a 
more effective provision, management, and use of global goods in the process 
of implementing sustainable development. The aim of the study is twofold. 
Firstly, it is believed to be the first study of this kind to carry out a multidi- 
mensional analysis of the impact of international organizations on mitigat- 
ing global economic, social, and political challenges in the world, increasing in 
complexity and number, and to reconcile the conflicting interests of the organ- 
izations’ members through much more effective use of global goods to foster 
sustainable development. Secondly, it provides further evidence for the policy 
debate on the scope and importance of international organizations in the pro- 
cess of optimal (efficient) management and use of a wide range of public goods 
in the implementation of the concept of sustainable development. Moreover, 
the sustainable development of the world has raised concerns within scholars 
for decades (Alves & Biancarelli, 2020; Sachs et al., 2019; Independent Group, 
2019; Gupta & Vegelin, 2016; Stiglitz, 2019). From a different angle, the validity 
of the debate notwithstanding, very little attention in it has been paid to the 
question of the independence of sustainable development with global public 
goods provision by 10s, which has become an extremely urgent and important 
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problem in the times of COvID-19 and the war in Ukraine. This publication 
seeks to answer the following questions: (1) What are the stages of the evolu- 
tion of GPGs in the globalizing world? (2) What are the main elements of the 
sustainable development paradigm, considering the ongoing changes in the 
world? (3) What are the main elements of GPGs? (4) What actors of interna- 
tional relations have enough power to rule and provide GPGs? (5) What are 
the most important instruments and dimensions of the contemporary GPG in 
regards to their impact on the world’s sp? 

The 10 policy towards the regulation/provision/management of global pub- 
lic goods has to adopt and reflect the challenges of our times by building fairer 
and more sustainable globalization based on modernized rules and stronger 
enforcement action. It is only by doing so that we can generate in a responsible 
and sustainable manner the opportunities that citizens and the planet need. 
The provision of global public goods by 10s has the potential to influence not 
only the economy or politics, but also our daily lives through the constant 
spread of democratic openness and empowered citizenship on a global scale 
to make all of them more sustainable. Especially as global public goods are 
provided largely without a relevant, up-to-date theory, often failing to keep up 
with the rapidly evolving world. Furthermore, the perception of global public 
goods varies across population groups in today’s multifactor world. 


2 Statement of Purpose 


Many member states and other participants of international relations regard 
the activities of 10s as inadequate and doubt their ability to cope with increas- 
ingly complex and numerous challenges, such as financial instability, the envi- 
ronment and climate change, health and the fight against major pandemics, 
multilateral trade, everyday security, etc., which are no longer only national 
goals but global public goods. On the other hand, in today’s economy the pro- 
duction of private goods has taken precedence over the provision of public 
goods. Therefore, if sp is to become reality, the debate on global public goods 
needs to be pursued. This book critically examines how effectively global 
institutions comply with their commitments to provide global public goods. 
It analyzes how their effectiveness can be improved through accountability 
measures designed to increase the global institutions’ compliance with the 
assumptions of sustainable development, and to deliver better results not only 
through influencing the policy of member states to be more effective towards 
implementation of global public goods, but also through securing adequate 
resources (private and public) for these goods. 
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This publication is an original research work aimed at acquiring new 
knowledge about basic phenomena and observable facts, as the role of inter- 
national organizations in the implementation of the concept of sustainable 
development is of key importance for the theory and practice of international 
economics and development economics. It is all the more important, given the 
current global situation, marked by the pandemic and a deepening economic 
crisis. In fact, international organizations have come to serve as a forum for 
attempts to reconcile the conflicting interests of their members. It is of par- 
ticular importance nowadays, given that member states seem to be losing the 
ability to deal with the flagrant incongruities existing within their own general 
public. They begin to rely — to an increasing extent — on international organi- 
zations as coordinators of activities within the gradually expanding areas of 
international cooperation. Given the importance of international organiza- 
tions in today’s world, the publication would present the scale of activities 
carried out by international organizations and their role in solving selected 
problems related to the current challenges of the world economy, as well as 
the scope and effectiveness of actions taken to balance global development. 


3 Methodology 


The starting point of the research publication presents, by the method 

of synthesis and deduction, the impact of international organizations on 

mitigating the threats emerging in the global economy and reconciling the 
conflicting interests of its members through a more effective management of 
global goods in the process of implementing sustainable development. Due 
to the interdisciplinary and complex nature of this analysis, mixed research 
methods were employed (Creswell et al., 2003) to integrate quantitative and 
qualitative analyzes and results. 

In order to achieve the purpose of this publication, the following methods 
were employed: 

— The methods of literature analysis, including critical analysis of literature 
of discipline (Popay et al., 2006) as well as for the purpose of the review of 
scientific literature, and content analysis (Krippendorff, 2004) were used. To 
make this process comprehensive, published literature related to the global 
goods, sustainable development, and international organizations was 
analyzed using standardized techniques). Peer-reviewed scientific papers 
and books were accessed in online databases (Science Direct, Research, 
Academy, Google Scholar) using different combinations of search terms. 
The Boolean operators AND and OR were used to make this search more 
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effective. Publications, books, scientific magazines, articles, acts, reports 
of the European Commission, European Central Bank, United Nations, 
Organisation for Economic Co-operation and Development, World Bank, 
and international scientific institutes and others were analyzed to gather 
the theoretical base for empirical research. Such a wide range of literature 
allowed the researchers to find and analyze the most appropriate and the 
most recent literature and document as well as to state clearly what has 
been researched so far in this area to avoid duplications and if so, what types 
of actions are deemed necessary. 

— Quantitative methods — of time series of economic indicators, descriptive 
analysis of statistical data and reports of expert groups, visual presentation 
of results, tabular description of materials and data obtained from reports 
of the European Commission, European Central Bank, United Nations, 
UNIDO, United Nations Conference on Trade and Development, Organisa- 
tion for Economic Co-operation and Development, World Bank and other 
institutions and also statistical materials published by these organizations, 
as well as international scientific institutes. 

— The case study method to show the prospects in the implementation of 
actions taken by the international organizations on mitigating the threats 
emerging in the global economy and reconciling the conflicting interests of 
its members through a more effective management of global goods in the 
process of implementing sustainable development. 

The analysis was carried out accordingly to the type of data collected. Due to 

discrepancies in data from these sources, the empirical analysis was preceded 

by a thorough verification of the data. Qualitative data was analyzed in line 

with the principles of thematic analysis (Braun & Clarke, 2006;). 


4 Setup 


Members of society of today should be aware that regardless of the pros and 
cons, it has to be admitted that the concept of sD is one of the most impor- 
tant strategies of economic development and has the potential to influence 
not only the economy but also our daily lives to make them more sustaina- 
ble. Especially in the context of the effective creation, management, and use 
of global public goods by international organizations. Yet, we do not have a 
sufficiently developed research approach that allows us to look at the differ- 
ent aspects of their importance in the context of sD. This book examines the 
issue of interdependence between three elements: international organiza- 
tions, global public goods, and sustainable development, which has not been 
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comprehensively analyzed yet and discussed in the literature. The publication 
comprises six parts consisting of 16 chapters, including this introductory chap- 
ter and a concluding one. The chapters address a variety of topics consistent 
with the book objectives. 

The discussion in the book starts with Part 1, which highlights the key fea- 
tures of global public goods and global governance. It consist of two chapters. In 
Chapter 1 Katja Zajc Kejzar and Nina Ponikvar focus on analyzing the intercon- 
nectivity of sustainable development and global public goods in today’s prac- 
tice of international organizations facing new challenges such as COVID-19, 
the war in Ukraine, climate change, rapid developments in new technologies, 
economic and social foundations of our lives, etc. This part presents the evolu- 
tion and the main features of global public goods (GPGs) as well as their role 
in the world economy of today. This chapter contributes to the understanding 
of the changing nature of GPG s and frames the discussion on the adjustments 
needed in the definition and provision of GPGs by the main stakeholders, 
including international organizations, in the context of the new sustainable 
development paradigm. The analysis provided here makes two important con- 
tributions. First, it specifies what global public goods are and answers the ques- 
tion of how international organizations streamline the use of global public 
goods. Secondly, the analysis highlights the correlation between the increase 
of utility and effectiveness of global public goods and the implementation of 
the sustainable development concept in contemporary circumstances. 

In Chapter 2, Willem Molle characterizes the modern system of global 
governance, the process of its evolution up to the present, its theoretical back- 
grounds, as well as its strengths and weaknesses. To address the considerable 
challenges that the system faces nowadays, the author analyzes how adequate 
this system is to solve these challenges in such an unstable world and what 
the consequences of these changes could be for various aspects of social life 
and for the relationships between the major actors of the world economy. 
Molle concentrates in this chapter on three important sets of concrete ques- 
tions: the first one concerns the scope of globalization and the growth of global 
institutions capable of delivering new global public goods; the second one 
touches on the issue of theoretical explanations of these developments and 
the main characteristics of the system of global governance as it has evolved 
to the present with special attention to the ensuing shift in authority to 10s; 
and the third one raises the problem of the main weaknesses of the current 
system of global governance, how the lack of legitimacy of existing institu- 
tions can be addressed, and what should be done to improve the performance 
of institutions. 
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Part 2 focuses on international security and spGs. Chapter 3 by Anatoliy 
Kruglashov argues that the global order is in a dramatic transition phase, 
from the so-called unipolar to a multipolar system of international relations. 
This makes international relations less predictable so that global and regional 
actors tend towards chaotic moves and actions. The first victim of this trend is 
international security. Rapid growth of local and regional conflicts and fears 
unleashed by CoviID-19 are only a few of the risks the global community is fac- 
ing. The new stage of the Russo — Ukrainian War thoroughly proves the aggra- 
vated state of global insecurity. International organizations have been founded 
in order to promote global development and pave a way towards peaceful and 
rational solutions in the area of security. Still, the UN is hardly a successful 
case as a provider of global security. NATO seems much stronger but its power 
is limited as well. The EU seeks to play an active role in resolving most crucial 
regional and global problems, but it is burdened with too many internal prob- 
lems by itself. Numerous issues also impaired the activity of OSCE and Council 
of Europe. This chapter deals with the UN, the OSCE, NATO, the Council of 
Europe, and, finally, EU policies regarding the most crucial security challenges. 
How do they try to cope with the key issues of the lack of security? What are 
the advantages and disadvantages of those international organizations vis-a- 
vis key threats and the risks of global disorder? What kind of solutions do they 
look for in order to increase their capacity to introduce more peaceful and 
secure politics to the world? All of these activities by international organiza- 
tions in the realm of security are analyzed by applying the concepts of hard, 
soft and smart powers. 

In Chapter 4 Leiza Brumat, Diego Caballero Vélez, and Marta Pachocka 
argue that 10s actively link sD to migration as a political strategy for mitigat- 
ing the effects of the overlapping and fragmented character of global migra- 
tion governance. The literature acknowledges this governance character in the 
legislation and regimes that regulate different types of migrants and migration, 
and that migration is an area in which states’ interests are very divergent, so 
collective action is more unlikely). This has powerful effects on individuals’ 
access to rights and mobility In this chapter, the authors argue that 10s are 
aware that states’ interests are more likely to converge in a SD agenda rather 
than the migration agenda because the sD agenda is perceived as more legiti- 
mate. They analyze refugee protection as a global public good to show how 10s 
actively include migration into their sD agendas to broaden the opportuni- 
ties for cooperation in this highly contested area. They show how and why 10s 
strategically “use” sD to enhance global migration governance by looking at the 
cases of the UNHCR and the EU. 
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In Chapter 5 Angela Maria Romito and Aleksandra Szczerba describe the 
European legal system for protecting human rights, highlighting the rele- 
vant tools of the European Union through the prism of the rule of law as an 
“umbrella principle.” The principle at stake — the rule of law — is the back- 
bone of any modern constitutional democracy. Within the EU legal system, 
it is enshrined in Article 2 of the Treaty on European Union (TEU) and it is a 
prerequisite for the protection of all the other fundamental values, including 
fundamental rights and democracy. The concept of the rule of law includes, 
inter alia, principles such as legality, according to which the legislative pro- 
cess must be transparent, accountable, democratic, and pluralistic; offer legal 
certainty; prohibit the arbitrary exercise of executive power; provide effective 
judicial protection by independent and impartial courts and effective judicial 
review, including respect for fundamental rights; ensure separation of powers; 
and guarantee equality before the law. These principles have been recognized 
by the Court of Justice of the European Union. They shall ensure that all public 
authorities always act within the limits set by the law, in accordance with the 
values of democracy and fundamental rights, and under the supervision of an 
independent and impartial judge. The recent behavior of governments, such 
as that of Poland and Hungary, has contributed to intensifying the debate on 
strengthening the rule of law and the necessary involvement of an active civil 
society. 

Economic globalization has brought progress in many areas of social life and 
influenced the living standards of many people around the world. International 
trade significantly contributed to this development, following the liberaliza- 
tion processes that occurred in the world after World War 11. However, growing 
production and trade deplete resources, pollute the air, oceans, and soil, and 
have a negative impact on the environment and health of people. The chap- 
ters in Part 3 concentrate on the empirical verification of the theory of global 
public goods and sustainable development through the prism of multilateral 
trade in the activities of the OECD, the wTo, and the EU. The focus is on the 
importance of multilateral trade to foster sustainable development. 

In Chapter 6 Lenka Fojtikova introduces some facts and shows critical 
areas in trade liberalization, which is carried out under the WTO multilateral 
framework and supported by the OECD in order to achieve sustainable devel- 
opment in the world. Firstly, the author presents an interaction between eco- 
nomic development and environmental sustainability in practical examples. 
The chapter proves that the cooperation on the creation of a suitable institu- 
tional framework, which would protect the environment and not create new 
barriers to trade, is necessary on local, regional, national, and international 
levels. Secondly, the role of the World Trade Organization (wro) and the 
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Organisation for Economic Co-operation and Development (OECD) in achiev- 
ing the Sustainable Development Goals (sDGs) is discussed. The chapter pre- 
sents the institutional and legal frameworks of both organizations that deal 
with environment-related issues. Besides this, special attention is given to the 
multilateral trade principles, such as non-discrimination, transparency, and 
predictability, to implement measures in order to achieve environmental goals 
and not create barriers to trade. Thirdly, the author analyzes the trade liber- 
alization process in three areas that play the most important role in ensuring 
market access for environmental goods and services. Thus, the liberalization 
of agricultural trade, trade in services, and intellectual property represent the 
most sensitive topics in the area of multilateral trade liberalization in which 
the author develops a critical debate on the real achievements of the wro and 
the OECD on the way to achieving sustainable development. 

In addition to these analyzes, in Chapter 7 Piotr Stolarczyk reviews the rules 
governing the provision of financing for international trade with particular 
focus on the functioning of so-called export credits. The starting point for 
the author’s analysis is the observation of the growing importance of trade as 
such in generating national income. An open and non-discriminatory system 
of international trade has become crucial to ensure the sustainable develop- 
ment of the world. The liberalization of trade that has been going on for many 
years created highly competitive environment for international trade. In such 
a reality, maintaining the appropriate shape of regulations that will ensure the 
non-discriminatory nature of world trade and, at the same time, free access to 
the global market of goods and services, has become of high importance. The 
WTO and the OECD are the organizations that ensure the compliance with the 
regulations. According to the author, they are also the regulators of an open 
and non-discriminatory trading system as a public good. The author analyzes 
the provisions of the Agreement on Subsidies and Countervailing Measures, 
the wTo Agreement on Agriculture, and the OECD Consensus, with special 
focus on regulations concerning export credits. The author pays attention to 
the special rules concerning least developed countries, which are shaped to 
support their development in a competitive system of international trade. 

In Chapter 8 Aleksandra Borowicz and Rasa Daugéliené provide an over- 
view and space for critical debate on the role of the EU as an international 
organization in the creation of a multilateral trade regime in the context of 
the SDGs through the trade channel. As a key player on the global economic 
and political scene, the European Union is the creator of the world trade 
regime, next to World Trade Organization (wTO). Through the trade policy, it 
impacts the fulfillment of the spGs. Firstly, the authors discuss international 
trade as a global public good by indicating the features of global public goods. 
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The chapter proves that the characteristic non-rivalry and non-excludability 
of international trade portrays trade as a global public good. Therefore, it is 
expected that trade policy shall play an essential role in the delivery of SDGs. 
The authors reveal which targets set in Agenda 2030 are directly correlated 
with trade. Secondly, the chapter presents EU trade policy as a holistic area of 
policymaking, the complex character and direct linkages of EU priorities with 
SDGs, and the progress of EU member states on the road to the achievement of 
the spGs. Thirdly, the authors analyze EU trade policy towards third countries 
in terms of covering the agreements by the spGs. The analysis presented in 
the chapter is based on 11 agreements with various third countries. The chapter 
gives an overview and space for critical debate on the role of the EU as an 
international organization in the creation of a multilateral trade regime in the 
context of the spGs through the trade channel. 

Part 4 focuses on financial stability and GDP in the activities of the World 
Bank, the IMF, and the EU. The issue of financial system stability has gained 
importance in recent years. The global financial crisis of 2007+ has forced a 
revision of thinking about the economy. Globalization stimulates close multi- 
level connections between various economic entities and international organ- 
izations, as well as between the international organizations themselves. These 
connections also contribute to the stability of the financial system. However, 
financial system stability is a difficult, multifaceted, and often controversial 
topic. The spread of communicable diseases (especially the CovID-19 pan- 
demic), changes in today’s multilateral trade and financial system structures, 
the impact of climate change, international and internal security crises (such 
as the war in Ukraine) all clearly illustrate the urgency of concerted global 
actions of all actors in international relations, with the World Bank/World 
Bank Group, IMF, and EU at the forefront. 

Chapter 9 by Ewa Latoszek and Andrzej Latoszek examines the role of the 
World Bank in fostering sustainable growth in the world via increasing its 
involvement in the management and production of global public goods paral- 
lel to its statutory activities focused on planned financial support for mem- 
ber states. The main aim is to analyze and suggest ways in which the World 
Bank can strengthen its abilities in GPGs production to assist member states 
to meet their development objectives together with sustainable growth goals. 
This chapter explores the backgrounds of changes that took place in World 
Bank priorities over the decades and the ways in which this organization is 
able to combine its main statutory aims with delivering GPG s to foster sustain- 
able growth. By doing so, it also highlights the contingencies besetting the pro- 
cess and offers some cues into World Bank’s current stance towards the most 
important challenges in this area. 
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In Chapter 10 Magdalena Proczek presents the International Monetary Fund 
(IMF), which ensures the stability of the international financial and economic 
system by controlling, regulating, and assisting its members. This organization 
conducts ongoing bilateral and multilateral surveillance of member countries’ 
financial and economic policies, which is an important part of the IMF’s work 
to balance development and manage global public goods. In the process of sur- 
veillance and regulation, the Fund identifies potential risks to macroeconomic 
and financial stability. The analysis highlights that the imF recommends nec- 
essary adjustments and, if required, supports member states in preparing and 
implementing adjustment and recovery programs, which are often combined 
with providing financing and technical assistance during the implementation 
of the programs. 

Chapter u, written by Agnieszka Kłos, presents the issues related to the 
coordination of the fiscal policy at European Union level. The creation of the 
economic and monetary union is one of the stages of tightening and deepen- 
ing the integration of the European Union member states. It manifests itself 
in the creation of rules for the coordination of fiscal and monetary policy. As 
the common euro currency was launched, the monetary policy was delegated 
to a supranational level. But it did not concern fiscal policy, which remained 
with the eurozone countries’ domestic governments. The fiscal framework of 
the EU is an institutional safeguard against the externalities of the domes- 
tic fiscal policies in the economic and monetary union. Commonly agreed 
principles and institutions aim to ensure the long-lasting stability of public 
finances so as to protect the autonomy and effectiveness of the centralized 
monetary policy. However, not all member states respect these rules. The 
author presents the changes in the coordination of fiscal rules prepared by 
the European Commission and makes an attempt to assess how the coordina- 
tion of fiscal policy at the EU level affects ensuring the conditions for sustain- 
able development. 

Part 5 focuses on green energy, health care, and digitalization as interna- 
tional global public goods. The authors of the chapters in this part argue that 
10s should pay more attention the most important challenges of today’s world, 
which include green energy, health care, the digitalization process, knowledge 
and intellectual property management, and making cities smarter from 
the viewpoint of global public goods and sustainable growth. Neglecting these 
issues can impede regional and international efforts to enhance the equitable 
distribution of GPGs for making the world more sustainable. 

In Chapter 12, Anna Wojtowicz underlines that the progressive process of 
globalization has resulted in numerous threats that take up a much broader 
dimension in the modern economy: the degradation of natural resources, 
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climate change, and strong dependence of many developed economies on 
imports of energy resources, with individual states often unable to deal with 
the effects of global challenges on their own. This chapter aims to show the 
importance of global public goods such as environmental protection and 
energy conservation and to verify whether the actions taken by 10s in favor of 
the green transition fit into the model of sustainable development. The analy- 
sis includes 10s such as the United Nations, the World Bank, and the European 
Bank for Reconstruction and Development, but special attention is paid to the 
European Union and the European Investment Bank, as these organizations 
have taken on the extremely ambitious challenge of achieving EU climate 
neutrality by 2050. 

The purpose of Chapter 13, by Ewa Kosycarz, is to show the role of inter- 
national institutions in the process of delivering global health-related public 
goods that meet the 2030 spGs. The author presents examples of global public 
goods in global health and indicates that the Sustainable Development Goals 
(which can be implemented through the provision of global goods) allows 
the raising of the level of global health. Attention is also paid to public goods 
in global health at the regional level, giving the example of the European 
Union. In this context, experiences from the COvID-19 pandemic are discussed 
in particular. The EU’s role in providing global public goods in health care, as 
perceived by EU institutions, also seems to be important. Reference is made 
to the reasons for starting work on the EU Global Health Strategy. The author 
also draws attention to the causes of difficulties and, consequently, failures in 
the provision of public goods in global health. 

Chapter 14, written by Ewa Osuch-Rak, presents the international intel- 
lectual property (1P) system, which is complex and dichotomous in nature. 
It involves, on the one hand, the need to stimulate technological progress by 
maintaining an adequate level of 1P protection and, on the other hand, the 
need to create appropriate conditions for the diffusion of innovation and tech- 
nology transfer. Both technological development and technology transfer are 
essential to the achievement of sDGs. The aim of the chapter is to discuss the 
role of selected international organizations in realizing the concept of sustain- 
able development, based on the study of their programs and activities related 
to IP. Firstly, the author gives an overview of the relation between 1P and eco- 
nomic growth, highlighting the complex and ambiguous nature of this rela- 
tionship, which makes the management of the international 1P regime require 
special competencies. Secondly, the author presents both 1P and knowledge 
as global public goods, emphasizing the differences between them. Thirdly, 
the author analyzes the approach of selected international organizations to 
sustainable development. These organizations form the architecture of the 
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international 1P system: the World Trade Organization (wro), the World 
Intellectual Property Organization (w1PO), the European Union (EU), and 
the Organisation for Economic Co-operation and Development (OECD). This 
chapter reveals many contemporary challenges of the international 1P system 
and proves that international organizations may alleviate tensions and ambi- 
guities within it in order to achieve the SDGs. 

Part 6 is devoted to the issues of digital transformation and the concepts of 
smart cities, which are increasingly important for strategic sustainable devel- 
opment. An important challenge of today’s world is digitalization, which is 
essential for all aspects of our lives. This phenomenon is analyzed in Chapter 15 
by Malgorzata Dziembata and Mirela Marcut, who underline that digitaliza- 
tion is a process of transformation of society and the economy fueled by tech- 
nological development and deployment. Not only does it include the growing 
use of digital technologies in all facets of life, but digitalization also brings 
about new ways of doing things. New business models (such as e-government) 
are just some examples of these transformations. Nevertheless, transformation 
does not automatically entail positive processes and results, but can also trig- 
ger negative effects. The digital divide is one of the prime illustrations of the 
various challenges that people must face in the digital age. Taking into account 
the fact that, similar to other processes of digitalization, the digital divide does 
not stop at state borders, international organizations must assume a role in 
channeling them for the better. Multilateralism is the solution, considering 
that states share similar socioeconomic challenges and interests. By promoting 
cooperation between three groups of actors (employers, workers, and member 
states), the International Labour Organization (ILO) ensures that its approach 
is incorporated in implemented policies or adopted standards. Additionally, 
the EU also promotes the development of digital economy by supporting 
digital education in Europe, digitalizing European industry, and other initia- 
tives. These two organizations operate on different scales and with different 
competences, but they tackle the same challenge. Hence, the aim of the chap- 
ter is to discuss the roles of the ILO and the EU in offering guidance and a gov- 
ernance “umbrella.” The challenges and threats resulting from digitalization of 
the education system, labor market, and institutions are discussed. Addition- 
ally, the role of the 1Lo and the EU in promoting mechanisms, policies, and 
activities that help their members address digital challenges, which require an 
upgrade of skills, reskilling and adaptation, is presented. 

Chapter 16 is based on case research of smart settlements with a specific 
focus on Poland. It is written by Agnieszka Domanska and Giuseppe T. Cirella, 
who focus on the issue of the smart city as a key platform between sustain- 
ability and public good. Sustainability is inherently linked to the advancement 
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of the standard of living, mental and physical health care, and protection of 
the natural environment. These aspects are strongly intertwined with the 
responsibility and general understanding that public resources should be uti- 
lized for the good of communities. This conceptually “obvious” relationship is 
directly interconnected with urbanization and the idea of smart cities. This 
can be broken down in two ways: on the one hand, smart cities are meant to 
serve most of the sustainability goals on a territorial scale, while on the other, 
in a technical and organizational sense they depend on the public goods and 
municipally managed resources that enable them to function. Spotlighting 
key international strategies (e.g. the SDGs), the fostering of inclusive, safe, 
and resilient cities that better facilitate urban spaces are highlighted in SDG un. 
From this perspective, the EU develops delivery initiatives and policy for vari- 
ous smart city projects central to its member states. The focus of this chapter is 
to show how the two title concepts, “sustainability” (seen from the overall per- 
spective of Agenda 2030) and “smart cities,’ are interrelated by definition and 
through the goals they serve. Linkages between them manifest human needs 
and present commonalities through various overlapping indicators. Namely, 
measuring and reporting progress in achieving goals by both and showing how 
actual practical engagement of given international organizations affects their 
outcome. Secondarily, the role of international and supranational bodies sup- 
porting city smartness is discussed with attention to how the EU supports and 
funds smart city concepts in Poland. Highlighted projects linking the two title 
concepts are illustrated. 

The volume concludes with a brief evaluation by the book’s editors, Ewa 
Latoszek and Agnieszka Kłos. They summarize the answers to the research 
questions provided by the authors of the chapters and reflect on the importance 
of these contributions. 


5 The Book’s Added Value 


This publication is an original research work presenting new knowledge 
about a number of fundamental phenomena and observable facts relating 
to the role of international organizations in the distribution of global public 
goods and their contribution to the attainment of the Sustainable Develop- 
ment Goals. 

The added value of the book results from the informed choice of the subject 
matter; it presents the current situation as well as global and regional chal- 
lenges from an interdisciplinary perspective. Its value also lies in the skillful 
selection of global public goods that are discussed, considered by the authors 
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as the most important, in the accuracy of the concepts used and their expert 
explanation, as well as a remarkable line-up of contributors. 

In subsequent chapters, the authors present a multidimensional analysis 
of the role of selected 10s in mitigating threats that emerge within the global 
economy and in reconciling the conflicting interests of its members through 
a more effective management of global goods in the process of implementing 
the principles of sustainable development. A multifactor analysis of various 
areas (e.g., external security, trade, financial stability, health, democracy and 
human rights, migration, green energy, intellectual property law) expounds the 
essence of 10s and their role in the process of distribution of GPGs and their 
optimal (effective) management with a perspective of attaining the SDGs. 

The publication was prepared by a skillfully selected international and 
interdisciplinary team of researchers, including distinguished professors and 
doctors of economics and finance, political science, law, and sociology. Each 
author is an expert in his/her discipline and subject, conversant with both 
theory and practice. They are accomplished academics with important scien- 
tific achievements, participants in international research projects, members 
of scientific associations, editors of academic journals, and recognized visiting 
lecturers at foreign universities. The research team consists of academics from 
leading research centers, including the University of Gdansk, the Kaunas Uni- 
versity of Technology, the Warsaw School of Economics, the Migration Policy 
Centre of the European University Institute, the University of Economics in 
Katowice, PRIGO University, Erasmus University Rotterdam, the University 
of Ljubljana, Université Libre de Bruxelles, Warsaw University, and Chernivtsi 
Jury Fedkovych National Universit. Many combine research work with practice. 


6 Target Audience 


The book’s impact is threefold: it contributes to the development of theory, 
practice, and teaching. This book brings a significant added value to both 
theory and practice (business, public administration and non-governmental 
organizations), not only as an original and creative piece of work, but also 
because the analysis of these research areas is an ambitious endeavor aimed 
at delivering valuable results. Its target audience consists of members of insti- 
tutions shaping or influencing economic and social policy, such as political 
parties, trade unions, non-governmental organizations, as well as students 
and academics. It may also serve as further reading for students of interna- 
tional finance, international economic relations, sustainable development, 
international organizations, economic development, European studies, global 


16 LATOSZEK AND KŁOS 


management, and economics. The book is a compendium of knowledge: it 
introduces and defines the concept of the public good, discusses the essence 
of 10s and sustainable development, and provides an analysis of selected 
organizations and the methods they use for the distribution of specific public 
goods. It has been written with a broad target audience in mind, and with a 
view to help readers grasp a number of complex issues. Understanding the 
subject of 10 in the context of the distribution of public goods and sustainable 
development does not require any prior (specialist) knowledge. Conclusions 
presented by the contributors may serve as a starting point for further research 
and political debate on the scope of operations and the importance of 10s in 
the process of optimal (effective) management and the use of a wide range of 
public goods in implementing the concept of sustainable development. 
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PART 1 


Global Public Goods, Sustainable Development and 
International Organizations: An Outline of 
the Theory 


CHAPTER 1 


Global Public Goods in Light of the New Paradigm 
of Sustainable Development under the Challenges 
Facing Today’s World 


Katja Zajc Kejzar and Nina Ponikvar 


1 Introduction 


The covID-19 pandemic has proven that the survival of humanity in the event 
of a crisis depends on its collective response and action. After decades of 
taking world peace for granted, the Russo — Ukrainian War undermines our 
feeling of safety from war. Even without the latest challenges facing the world, 
the rapid process of globalization, the deepening of economic integration, and 
the increase in cross-border flows worldwide have placed global public goods 
(hereafter GPGs) and the possibilities for intervention at the center of discus- 
sions initiated by international organizations in the past decades. Climate 
change, security, and health issues are just some of the challenges facing 
the global community. In addition, outstanding scientific and technological 
advances, particularly high-speed communication networks and advances in 
transportation, have increased the extent to which the world’s population is 
affected by the above influences and perceives them in their daily lives. 

Consequently, the awareness created by these challenges, cross-border 
externalities, and spillover effects increases the pressure on national govern- 
ments and international organizations to address this issue. Addressing exigent 
global challenges via GPG s provision is crucial to improve global welfare. How- 
ever, many obstacles prevent proper allocation of resources to providing GPGs. 
Apart from movement towards global governance in terms of regulating trans- 
port and communication, resulting in high payoffs and little loss of national 
autonomy (Buchholz & Sandler, 2021), there’s no strong commitment to gov- 
ern the provision of GPGs at the global level. One of the initiatives to address 
this challenge is the United Nations 2030 Agenda for Sustainable Development 
(United Nations, 2015). Some of the Sustainable Development Goals (hereafter 
SDGs) are directly related to the provision of global public goods and have the 
ambitious goal of being a major global development framework. 

The purpose of this chapter is to discuss the evolution of the concept of GPG s 
and to address the main features and challenges related to GPGs, their provision 
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and financing. We aim to identify the causes of inefficiencies in the provision of 
GPGs and assess the impact of globalization processes, economic growth, and 
technological progress on the scope and diversity of GPG s. The chapter contrib- 
utes to an understanding of the changing nature of GPG s and provides a frame- 
work for discussing the adjustments needed in the definition and provision of 
GPGs in the context of the new sustainable development paradigm. 

The content of the chapter is structured along four sections and a conclu- 
sion. In Section 1, we first outline the characteristics and discuss the concept of 
public goods. In Section 2, we continue by introducing and discussing global 
public goods. Section 3 focuses on the provision and financing of GPGs, while 
Section 4 places GPGs in the context of sustainable development and the SDGs. 


2 Characteristics of Public Goods 


The concept of public goods, also known as collective consumption goods, 
comes from microeconomics and welfare economics. It was developed by Paul 
Samuelson (1954), although the concept as such goes back at least to the 18th 
century, where the “common good” was mentioned by David Hume (1739). 
Public goods can be distinguished from its private counterpart based on two 
principles, namely the rivalry in consumption and excludability from con- 
sumption. To understand what a public good is, it is useful first to examine the 
characteristics of a private good. In a market transaction a buyer gains access 
to a good (or service) in exchange for money or, sometimes, in exchange for 
another good. Buyers and sellers meet through the price mechanism, and if 
everything works in a textbook perfect way, the economy can reach a state of 
maximum efficiency in which resources are put to their most productive uses. 
Akey condition for a market transaction, however, is that the ownership or use 
of a good can be transferred or denied conditional on the offsetting exchange — 
the payment of its price. Thus private goods tend to be excludable and rival in 
consumption. A piece of cake, once consumed, cannot be enjoyed by others 
(Kaul et al., 1999). With public goods, matters are different. Pure public goods 
are characterized by the properties of non-rivalry and non-excludability in 
consumption (Cornes & Sandler, 1994). 

Non-rivalry (non-congestion) generally means that consumption of such 
a good by one consumer does not prevent consumption by other consum- 
ers. More specifically, an additional consumer of the public good does not 
reduce the utility of existing consumers and marginal costs are zero when 
an additional individual consumer engages in the consumption of the public 
good. Thus, non-rivalry allows a public good to be used by multiple consumers. 
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This means that the total utility from consuming a public good is the sum of 
the utilities of all individuals consuming that public good. Since markets are 
not able to detect the total utility, but only observe individual utility from the 
consumption of a public good via individual demand, the market is not able to 
ensure allocatively efficient quantities of public goods to be produced (Stiglitz, 
1988). Regulation of the volume of production is therefore necessary to ensure 
sufficient production of public goods. 

Non-excludability is another characteristic usually associated with public 
goods. In the case of non-excludability, no consumer can be excluded from 
consuming a good. This means that free riders, consumers who do not contrib- 
ute to the payment of a public good, can participate in its consumption. When 
a public good is characterized by both non-rivalry and non-excludability, both 
regulation of the volume of production and collective financing of a public 
good (direct taxation or subsidization of private spending) are essential to 
ensure the allocative efficiency of the production and consumption of public 
goods (Silvestre, 2012). 

Table 1.1 presents the taxonomy of goods according to their characteristics of 
rivalry and excludability, distinguishing between pure and impure public goods 
(Buchholz & Sandler, 2021). Pure public goods are consistent with the above 
definition as completely non-rivalrous and non-excludable. In the case of pure 
public goods, the marginal cost of providing the good to another consumer 
is zero, and no one can be excluded from the benefit of the good. In modern 
democracies, few cases of pure public goods come to mind. Samuelson’s (1954) 
examples of the lighthouse, traffic lights, national defense, and world peace 
(Kaul et al., 1999) are a few cases of pure public goods. But several impure pub- 
lic goods that are excludable and/or congestible, thus carrying one of the pri- 
vate goods’ characteristics, can be found. Such goods are, for example, tertiary 
education, motorways, public libraries, museums, and sporting facilities, as 
well as certain aspects of urban infrastructure (Economides & Philippopoulos, 
2020). Impure public goods are not entirely non-rivalrous nor non-excludable. 
Club goods are a subtype of impure public goods. They are characterized by 


TABLE1.1 Taxonomy of good types by excludability and rivalrousness 


Rivalrous Non-rivalrous 
Excludable Private goods Club goods 
Non-excludable The tragedy of the commons Pure public goods 


SOURCE: GRAVES (2020) 
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excludability in consumption, being available only to club members (members 
of a particular organization or institution), although they are characterized by 
non-rivalry up to a certain congestion threshold. Accordingly, they are often 
classified as a subtype of public goods that begin to behave like private goods 
above a certain level of consumption or number of consumers. That is, above 
a certain level, additional members of the club, i.e., additional consumers, lead 
to a congestion effect that may be viewed as introducing rival consumption 
(Coase, 1974; Baumol & Blinder, 2015). Regardless of the type of public good, 
the provision of public goods is a central function of governments. 

In sum, public goods represent an example of market failure, which pre- 
vents markets from achieving an allocatively efficient level of output. Unlike 
private goods, public goods justify either the governmental direct provision, 
regulation of the volume of production or merely financing of the public good 
(Théne & Kreuter, 2020). 


3 Global Public Goods 


GPGs have captured the attention of economists and social scientists since they 
were discovered based on the standardization of measurement system, the 
defining of property rights, and the opening of trading systems, showing the 
need for international public goods provision in the absence of a supranational 
government (Buchholz & Sandler, 2021). Since the end of the zoth century, the 
key international institutions such as the World Bank and the United Nations 
have recognized the growing importance of goods with benefits that spill over 
national borders. Such goods have benefits that extend beyond the country of 
origin. Some authors (e.g., Sandler, 2002) differentiate between regional public 
goods, providing benefits within regions, international public goods, providing 
benefits to more than one country, and GPG s, where benefits evolve worldwide. 

As explained, global public goods, unlike country-specific or regional pub- 
lic goods, are not bound by geographic boundaries. Moreover, global public 
goods are multidimensional and include sociological and temporal dimen- 
sions in addition to geographic ones to reflect the complexity of the real 
world (Kaul et al., 1999). Therefore, we can define global public goods as goods 
whose benefits span multiple countries, inhabitants, and generations, which 
are global and inherently public at the same time (Kaul & Mendoza, 2003). 
“Global public goods are institutions, mechanisms, and outcomes that provide 
quasi-universal benefits to more than one group of countries, extending to both 
current and future generations” (Birdsall & Diofasi, 2015). Consequently, GPGs 
provide benefits to people regardless of their country’s level of development. 
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GPGs play a key role in securing social, economic, and political progress and 
are fundamental to addressing global risks such as security, climate change, 
infectious diseases, and financial crises. 

There are four particular characteristics of GPGs that we need to observe 
in order to distinguish between different types of GPGs (Buchholz & Sandler, 
2021), i.e., non-rivalry, non-excludability, the existence of spillover effects 
and the technology of aggregation. The first and the second characteristic 
relate to GPGs as public goods and involve the degree of non-rivalry and non- 
excludability from consumption. These two characteristics of the GPG s imply 
that Pareto optimum level of the provision of GPGs cannot be achieved by 
provision decisions of individual countries. When non-rivalry is complete, 
an additional country using the GPG does not reduce the benefits from other 
countries and marginal cost of including additional country in the consump- 
tion is zero. An example of such a GPG is a thickened stratospheric ozone 
layer, where the benefits of one country are not smaller when other coun- 
tries benefit from less ultraviolet exposure as well (Buchholz & Sandler, 2021). 
Non-excludability means that once provided, GPG s benefits are uncondition- 
ally available to all countries, i.e., regardless of their payment. For example, 
the stratospheric ozone shield, preserving biodiversity, controlling infectious 
diseases, are GPGs which are non-excludable (Buchholz & Sandler, 2021). The 
third characteristics of GPGs involves the range of benefit spillovers. GPGs 
are related to global benefit spillovers while smaller ranges of benefit spillo- 
vers result in transregional, regional, transnational, and national public goods 
(Sandler & Arce, 2002). The fourth characteristic of GPGs is related to technol- 
ogy of aggregation (also called aggregator technology). Buchholz and Sandler 
(2021, p. 496) differentiate between seven types of aggregator technologies: 

— Summation, where the overall level of GPG equals the sum of the countries’ 
contributions (e.g., limiting greenhouse emissions or preserving biodiver- 
sity, curbing organized crime in a globalized world, developing smart city 
platforms and strategies) 

— Weighted sum, where the overall level of GPG equals a weighted sum of the 
countries’ contribution (e.g., controlling the spread of an infectious disease, 
reducing acid rain, system of canals and waterways) 

— Weakest link, where the smallest contribution of the world’s countries 
determines the GPG’s aggregate level (e.g., maintaining the functionality of 
a global network, surveillance of a disease outbreak) 

— Weaker link, where the smallest contribution of the world’s countries has 
the greatest influence on the GPG’s aggregate level, followed by the second 
smallest contribution, and so on (e.g., inhibiting the spread of financial 
instability, inhibiting crop disease diffusion) 
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— Threshold, where benefits from the GPG only arise once its cumulative 
contributed quantity surpasses a threshold amount (e.g., establishing an 
early-warning system for disasters, suppressing large-scale forest fires, or 
curbing flooding) 

— Best shot, where largest contribution by a country determines the GPG’s 
aggregate level (e.g., diverting a comet, developing financial or agricultural 
best practices, providing satellite launch facility) 

— Better shot, where largest contribution by a country has the greatest influ- 
ence on the GPG’s aggregate level, followed by the second largest contribu- 
tion, and so on (uncovering best treatment regimes for diseases, limiting the 
diffusion of transnational terrorist campaigns, biohazard facility) 

Table 1.2 maps the above-described aggregator technology categories to three 

general types of GPGs, i.e., pure GPG s, impure GPGs, and club goods. 

The overview of the literature covering the GPGs topics (Buchholz & 
Sandler, 2021) by the area of interest show that global public health, environ- 
ment preservation, climate change mitigation, global public health, and secu- 
rity are considered as fundamental GPG-related areas: 

— Natural environment, where GPGs are related to protecting essential eco- 
systems and preserving biodiversity, reversing ozone layer depletion and 
curbing climate change, adopting universal regulatory practices related to 
these topics (for more on green energy, see Chapter 12) 

— Health-related GPGs, such as identifying virulent pathogens, eradicating 
infectious diseases, developing disease treatment regimes (for more, see 
Chapter 13) 

— Security and food safety issues related to fostering cybersecurity, reducing 
transnational terrorism, and maintaining world peace (for more, see Part 2) 

— Economic, social, and other conditions, such as discovering scientific break- 
throughs, preserving cultural heritage, adopting universal regulatory prac- 
tices and international trade rules, ameliorating global financial and/or 
economic crises, addressing refuge flows, and promoting smart city plat- 
forms (for more on these issues, see Parts 3 and 4 and Chapters 14-16) 

Bostrom (2013) argues that mitigating existential risk is another issue that 

should be treated as a GPG, if not the most important one. Another example of 

a GPG is knowledge (Stiglitz, 1999). It fulfills both theoretical criteria, since an 

additional consumer of knowledge does not diminish the amount of knowl- 

edge available (non-rivalry) and, moreover, additional consumers can hardly 
be prevented from accessing existing knowledge (non-excludability), all the 
more so in the era of digitalization. 

The scope and the variety of GPGs have been steadily increasing due to 
technological advances, processes of globalization, economic growth, and 
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TABLE 1.2 Examples of GPGs according to aggregator technology categories and three 
general types of GPGs 
Pure public goods Impure public goods Club goods 
Summation Greenhouse gas Organized crime curbing INTELSAT 
emissions limitation communication 
Biodiversity Peacekeeping assets network 
conservation deployment 
Weighted sum Infectious outbreak Acid rain and pollution System of canals 
spread control reduction and waterways 
Weakest link Global network Financial crises Air traffic control 
maintenance surveillance system 
Disease outbreak 
surveillance 
Weaker link Financial instability Inhibiting pests Global internet 
contagion Crop disease diffusion network 
prevention 
Maintaining 
sterilization 
Threshold Early-warning Suppressing forest fires Crisis 
system for natural Curbing flooding management 
disasters counterterrorism 
force 
Best shot Eliminating a rogue Developing financial Satellite launch 
country or agricultural best facility 
Divertinga comet Practices 
Better shot Treatment regimes Limiting terrorist Biohazard facility 
for diseases campaigns 
Drug trafficking 
prevention 


SOURCE: BUCHHOLZ AND SANDLER (2021) 


population expansion. As discussed in Buchholz and Sandler (2021), advances 
in technologies lead to the rise of novel GPGs, such as nuclear waste seques- 
tration, the internet, satellite-based communication networks, supersonic 


air travel, and ozone-depleting chlorofluorocarbons. Economic growth and 


population expansion in some parts of the world relates to climate change 
and its mitigation as one of the most crucial GPGs nowadays. By using the 
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newest monitoring technologies, the global public bads (hereafter GPBs) can 
be marked, such as the accumulation of atmospheric greenhouse gases, the 
melting of the icecaps, deforestation of the rainforest, the spread of the deserts. 

Further, some national public goods are becoming global as their conse- 
quences extend to neighboring countries and beyond, such as transnational 
terrorism and civil wars. The integration of markets requires the development 
of a common response to market crisis while the high-speed communication 
enables sharing of ideas, threats, knowledge, misinformation, panics, and best 
practices within the global community. 


4 Provision and Financing of GPGs 


In case of non-excludability, compulsory collective financing (e.g., financing 
by general taxes) of public good provision is the best option to overcome the 
free-rider issue. But other possibilities of financing exist in the case of goods 
characterized with excludability in consumption. One possibility is mandatory 
collective financing of a public good, which leads to uniform and free access 
to public goods for all members of society. The oppositeto mandatory collec- 
tive financing is the case where individuals are free to choose the amount they 
want by paying a price (usually called a use price), with that price determined 
by a market-based mechanism. Of course, anything in between is possible, e.g., 
combining policy-based and market-based mechanisms, as well as outcomes 
for other pricing systems, such as average cost or marginal cost pricing (Econo- 
mides & Philippopoulos, 2020). 

Even though GpGs are related to the same issues as the public goods provi- 
sion and collective action, additional features are of particular importance in 
the case of GPGs. The provision and financing are more complex in the case of 
GPGs, contrary to country-specific public goods that are provided by national 
governments and financed via national tax systems. The required geographical 
scale of the collective action is greater in the case of GPGs compared to national 
counterparts. Consequently, the provision capabilities of the GPGs are more 
heterogeneous (Chen & Zeckhauser, 2018). GPGs involve countries or institu- 
tions to act as the agents, while public goods involve individuals as agents. With 
countries as agents, their sovereignty needs to be considered with respect to 
provision and agreement. Various institutions, such as coalition formation (e.g,, 
voluntary cooperation by a subgroup of countries), public private partnerships, 
non-governmental organizations (hereafter NGOs) and multilateral organiza- 
tions are important actors in the provision of GPGs (Buchholz & Sandler, 2021). 
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Barret and Dannenberg (2022) use an experiment to investigate the deci- 
sion to link trade cooperation to the provision of a GPG. They study a unilateral 
approach, in which players decide independently and without commitment, 
and a multilateral approach, in which players decide by, and are committed 
through, an agreement. Results confirm the superiority of the multilateral 
approach, where the agreement by a majority coupled with commitment by 
this majority are required for successful provision of the public good. This 
supports the crucial role of international organizations (hereafter 10s) for the 
optimal provision and adequate financing arrangements of the GPGs. 

In recent years, especially after the global financial and economic crisis 
(2008/2009), we have witnessed a weakening of the multilateral foundations 
of the world economic order created after World War 11 under the umbrella of 
the Bretton Woods institutions and the system of UN agencies. Growing skep- 
ticism and disrespect for global/international agreements and even threats to 
withdraw from 10s on behalf of narrow national interests further undermine 
the already weak foundations of the multilateral format. The question arises: 
Are international institutions (e.g., the World Bank, IMF, WTO, WHO) capable 
of playing a decisive role in the governance of GPGs? Given the growing scope 
and number of GPGs, on the one hand, and the erosion of the institutional 
strength of 10s, on the other, 10s do not seem well equipped to handle the 
complex task of managing GPGs. According to economist Ravi Kanbur (2001), 
10s need to change their approach and governance systems and, in particular, 
rethink their country-by-country approach to allocating funding. 

The multilateral design needs to address the provision as well as the financ- 
ing of GpGs, following the fairness principle. Namely, on the one hand, some 
countries have an incentive to contribute less, creating the so-called free-rider 
problem at the international level, which results in the provision of GPGs 
being less than globally desired (Kornek & Edenhofer, 2020). Thus, in the case 
of GPGs, economic efficiency is maximized when economic activities — and 
the policies to regulate them — extend across national borders. Indeed, similar 
to all public goods, the provision of GPGs will be structurally undersupplied 
if left to markets or individual countries that have suboptimal incentives to 
spend (Kopinski & Wróblewski 2021). Since the provision of GPGs cannot be 
done single-handedly by national governments, collaboration between mul- 
tiple countries is required. Chen and Zeckhauser (2018) show that GPGs are 
particularly challenging due to the substantial asymmetries among nations. 
Namely, in the case of GPGs, there is an absence of a central authority possess- 
ing tax and expenditure responsibilities to provide an efficient level of public 
good. Consequently, voluntary arrangements must replace coercive ones, and 
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significant underprovision must be expected as small-interest nations have 
strong incentives to ride cheaply. 

For example, Battig and Bernauer (2009) identified free-riding as one of the 
problems in reducing greenhouse gas emissions to address the problem of cli- 
mate change. While their results suggest that democracy, as measured by the 
presence of institutions, increases policy outputs related to climate change, 
their impact on policy outcomes is not clear. The free-rider problem among 
signatories to international environmental agreements can be addressed 
through various means, one of which is (trade) sanctions. However, whoever 
imposes such sanctions harms both signatories and non-signatories, so the 
result may not be the desired welfare increase, even if it increases the supply 
of GPGs (Barrett, 1997). 

Another issue on the supply side is the protection of intellectual property 
rights, which can limit the provision of public goods on a global scale. This 
aspect of the role of intellectual property agreements and the privatization 
of public goods is a developing area of research (Brandi et al., 2010; Pogge, 
2005; Maskus & Reichmann, 2004). Although the outcomes of Trade-Related 
Aspects of Intellectual Property Rights (TRIPS) are difficult to measure, some 
findings suggest that developing countries are more affected, particularly by 
patents on pharmaceutical and health-related products. 

On the other hand, however, international solidarity in terms of financ- 
ing the provision of GPGs is inherent in several international institutions. 
These institutions are also the main proponents of the crucial role of GPGs. 
In contrast to the free-rider approach, countries sometimes assume a dispro- 
portionate responsibility for financing GPGs to ensure their existence and/ 
or sufficient volume. Funding is an important issue, especially for developing 
countries, so that they can also participate in the supply of GPGs. Funding 
is usually obtained through development assistance (Porter et al., 2008). For 
both reasons, i.e., to overcome the free-rider problem or to promote interna- 
tional solidarity in the provision of GPGs, strong international cooperation 
is needed, based on a formal agreement along with institutions to support it 
(Estevadeordal & Goodman, 2017). 


5 GPGs and Sustainability 


GPGs remain an important aspect of addressing many persistent issues and 
are as such inviolably linked to sustainable development. “Meeting our own 
needs without compromising the ability of future generations to meet theirs” 
(Keeble, 1988) is the one goal that, though perhaps sometimes overlooked, is in 
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the background of discussions about GPGs and the need for global responses. 
Underprovision of GPGs, such as climate change mitigation, financial stabil- 
ity, global health, or cyber security, today threatens global development and, 
thereby, also global economic, social, and environmental sustainability (Kaul, 
2019). For example, the success of the green revolution, a period of substantial 
agricultural development whose impact helped reduce poverty, can be attrib- 
uted to heavy investment in crop research, policy support, and knowledge 
transfer (Pingali, 2012). Issues regarding the financing of health at the global 
level are prominent and have persisted for a longer period of time (McCoy 
et al., 2009). 

The term “sustainable development” was first defined in the World Commis- 
sion for Environment and Development’s report Our Common Future (1987) as 
“development that meets the needs of the present without compromising the 
ability of future generations to meet their own needs.” Still, Barbier, Markandya, 
and Pearce (1990) are considered as founders of the concept of sustainable 
development, seeing it as “the achievement of a specific set of socially desir- 
able objectives such as fair access to natural resources, an increase in real 
income per capita, an improvement in health and nutrition, an improvement 
in education levels and sustainability and self-sustaining growth.” Today, in 
business and policy contexts, limits to sustainability are determined by physi- 
cal and natural resources, environmental degradation, and social resources. 
Accordingly, sustainable policies place some emphasis on the future effect of 
any given policy or business practice on humans, the economy, and ecology. 


5.1 SDGs and GPGS 

In 2015, United Nations member states signed the 2030 Agenda for Sustainable 
Development (UN General Assembly, 2015), which was expected to be a mile- 
stone in the concept of sustainable development. The 2030 Agenda adopted 17 
Sustainable Development Goals (hereafter sDG s). These 17 goals are focused 
on economic growth, social development, and environmental protection 
and are universal as they concern both developing and developed countries 
and because they are focused on sustainability rather than mere competitive- 
ness. SDGs are often seen as a concept that is strongly related to the context of 
GPGs. Namely, the introduction and implementation the 2030 Agenda and its 
17 SDGs brings an opportunity to discuss the world’s response to global chal- 
lenges and to rethink positions on GPGs (Jenks, 2015). Similarly, Dill (2018) 
believes that the sDGs are about providing public goods, while Naert (2019), 
for example, states that several of the sDGs fall either under state-level cor- 
rection of market failure, such as the health area, or are related to the need 
for transnational agreement, such as in the case of combating climate change 


32 


ZAJC KEJZAR AND PONIKVAR 


or conservation of the oceans. Accordingly, with regard to SDGs the picture 


that emerges, in terms of provision, is a patchwork of national, subnational, 


and global engagement where subsidiarity should act as a guiding principle. In 


addition, private actors and civil society also have a role to play in the provision 


of these GPGs. 


In Table 1.3, we focus on the global engagement part and link the four core 


areas of the GPGs, i.e., natural environment, health, security and food safety, 


and economic, social, and other conditions, to the 17 SDGs. We show examples 


TABLE 1.3 Relationship between areas of SDGs and GPGs 
Area of SDGs/GPGSs Natural Health Securityand Economic, social, 
environment food safety and other 
1 End poverty inallits early-warning developing developing discovering 
forms everywhere system for disease agriculture scientific 
natural treatment best practices breakthroughs, 
disasters regimes amelioration of 
global crises 
2 End hunger, achieve — early-warning crop disease amelioration 
food security system for control, global financial 
and improved natural inhibiting and/or economic 
nutrition, and disasters pests crisis 
promote sustainable 
agriculture 
3 Ensure healthy lives identifying 
and promote well- virulent 
being for all at all pathogens, 
ages eradicating 
infectious 
diseases, 
developing 
disease 
treatment 
regimes 


4 Ensure inclusive 
and equitable 
quality education 
and promote 
lifelong learning 
opportunities for all 


addressing refuge 
flows, discovering 
scientific 
breakthroughs 
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TABLE 1.3 Relationship between areas of SDGs and GPGs (cont.) 
Area of sDGs/GPGs Natural Health Securityand Economic, social, 
environment food safety and other 

5 Achieve gender addressing refugee 
equality and flows 
empower for all 
women and girls 

6 Ensure availability early-warning eradicating 
and sustainable system for infectious 
management of natural diseases 
water and sanitation disasters 
for all 

7 Ensure access to curbing global network 
affordable, reliable, climate maintenance 
sustainable, and change 
modern energy for all 

8 Promote sustained, amelioration 
inclusive, and global financial 
sustainable and/or economic 
economic growth, crises 
full and productive 
employment, and 
decent work for all 

9 Build resilient discovering 
infrastructure, scientific 
promote inclusive breakthroughs 
and sustainable 
industrialization, and 
foster innovation 

10 Reduce inequality amelioration global 
within and among financial and/or 
countries economic crises 

1u Make cities and fostering developing smart 
human settlements cybersecurity, city platforms and 
inclusive, safe, reducing strategies 
resilient, and transnational 
sustainable terrorism, 

maintaining 


world peace 


TABLE 1.3 
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Relationship between areas of SDGs and GPGs (cont.) 


Area of SDGs/GPGs Natural Health Securityand Economic, social, 
environment food safety and other 
12 Ensure sustainable protecting preserving cultural 
consumption and essential heritage 
production patterns ecosystems, 
preserving 
biodiversity 
13 Take urgent action reversing 
to combat climate ozone layer 
change and its depletion, 
impacts curbing 
climate change 
14 Conserve and protecting 
sustainably use the essential 
oceans, seas, and ecosystems 
marine resources 
for sustainable 
development 
15 Protect, restore,and protecting adopting universal 
promote sustainable essential regulatory 
use of terrestrial ecosystems, practices 
ecosystems, preserving 
sustainably manage biodiversity, 
forests, combat curbing 
desertification, and climate 
halt and reverse land change 
degradation, halt 
biodiversity loss 
16 Promote peaceful and fostering preserving cultural 
inclusive societies cybersecurity, heritage, 
for sustainable reducing addressing refugee 
development, transnational flows 
provide access to terrorism, 
justice for all, and maintaining 


build effective, 
accountable, and 
inclusive institutions 
at all levels 


world peace 
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TABLE 1.3 Relationship between areas of SDGs and GPGs (cont.) 


Area of sDGs/GPGs Natural Health Securityand Economic, social, 
environment food safety and other 
17 Strengthen curbing developing promoting universal 
the means of climate disease institutional regulatory 
implementation change treatment strengths of practices, 
and revitalize the regimes IOs global network 
global partnership maintenance 


for sustainable 
development 


SOURCE: OWN WORK 


of activities that support the achievement of a particular sDG s and at the same 
time considered GPG from a particular core GPG area. Virtually all of the SDGs 
require, at least to some degree, a global level of governance to address the 
public good nature of the goals. Several SDGs are of the interdisciplinary type, 
as shown by the overlapping SDG/GPG areas in Figure 1.1. 


5.2 Financing SDGs, Provision of GPGs, and Official Development 
Assistance 

As we explained the link between the spGs and GPG concept, we can also 

relate the issues of financing the public goods and the spGs' financing. Namely, 

both, the spGs and GPGs require significant finance and often face the same 

non-excludability related to the free-rider issue — especially those SDGs, that 

can only be achieved via transnational cooperation. 

The sDGs require significant increases in investment in broad-based eco- 
nomic transformation. The proposed approach to deal with the financing of 
sustainable development is called “blended finance.’ Blended finance is aimed 
at mobilizing private capital to be used as an addition to philanthropic and 
public development funding for strategic financing of spGs. For development 
finance and philanthropic funders, Blended finance represents an opportunity 
to drive significant new capital flows into high-impact sectors, while effectively 
leveraging private sector expertise in identifying and executing development 
investment strategies. Blended finance has three key characteristics (World 
Economic Forum, 2015). First, the development finance and philanthropic 
funds are used to attract private capital into deals. Second, blended finance is 
used to finance investments driving social, environmental and economic pro- 
gress. Third, financial returns for private investors are to be in line with market 
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FIGURE 1.1 SDGs and GPG areas overlapping 


SOURCE: OWN WORK 


expectations, based on real and perceived risks. In such a financial framework, 
the “new ecosystem of investment for sustainable development” is key. In such 
a system, private actors are no longer seen as passive bystanders in the devel- 
opment process, nor merely as clients or contractors, but are seen as important 
co-investors and co-producers in development projects and programs. 
Unfortunately, the reality is somewhat different. Even prior to the COVID-19 
crisis, countries were already facing difficulties to finance and fulfill the ambi- 
tions of the 2030 Agenda. The US$2.5 trillion annual spe financing gap in 
developing countries prior to the COVID-19 epidemic is predicted to increase 
due to global economic uncertainty, rising public debt, and debt servicing 
costs, particularly in the poorest countries. All of this puts increasing pressure 
on SDG funding. The gap to achieve the sDGs in developing countries increased 
by 56% after the outbreak of COVID-19, totaling US$3.9 trillion in 2020. How- 
ever, it would take less than 1% of global finance to fill this gap (OECD, 2022). 
Furthermore, another question arises about the use of official development 
assistance (hereafter ODA) to finance GPGs. Should the financing of GPGs be 
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counted as ODA? Official development assistance is defined as government aid 
that promotes and specifically targets the economic development and welfare 
of developing countries. Therefore, the key point for GPGs financing to be part 
of ODA is who should benefit from the provision of GPGs. These are defined 
by the fact that they are non-rivalrous and non-excludable, rather than by a 
distinction based on which groups are most likely to benefit from them. Thus, 
there is no simple answer on the adequacy of allocation of ODA to the provi- 
sion of GPGs. When the overwhelming beneficiaries of a GPG are developing 
countries, the answer tends to be yes, while in cases where this is much less 
clear, the answer tends to be no (Kenny, 2020). Another aspect is aid effec- 
tiveness; in this regard, strengthening commitments on untying ODA would 
increase aid effectiveness by reducing transaction costs and improving alloca- 
tional efficiency, including in the case of GPG-related ODA. 

There are no general statistics on the extent of ODA spent on the provision 
of GPGs; estimates for the share of ODA spent on GPGs available based on 
the OECD Creditor Reporting System range from 3.7% (Anand, 2004) and 8% 
(Knox, 2016) to 25% (Raffer, 1999), with this extreme range of estimates being 
largely due to differences in definitions. Knox (2016) reports that the most 
financed three broad GPG fields were environment (US$8.0 billion), global 
public health (US$2.1 billion) and other (i-e., non-health/non-environment) 
research. Reisen, Soto, and Weithdner (2008) estimated that donors spent 
around 30% of oDA on international public goods in 1997-2001 — half on GPG s 
and half on regional public goods. They also confirmed allocational trade-offs 
between GpG-related ODA and traditional aid but concluded that an increase 
in GPG spending is not likely to adversely affect the flow of aid transfers to the 
poorest countries. 

A conceptual and practical separation of ODA and GPGs financing has been 
proposed (e.g., Kaul, 2019; Kaul et al., 2003;; Kenny, 2020), unless an invest- 
ment brings both local (developing country) and global benefits and aid is an 
element of the financing mix because of local benefits. In principle, funding 
for GPGs such as biodiversity conservation, climate change mitigation, and 
related activities should be new and additional and should not come from ODA. 
Indeed, the concern is that by excluding general GPGs, the ODA category may 
exclude some expenditures that have higher return to developing countries 
than some expenditures included in opa (including an inefficient tech- 
nical assistance project, while excluding support for the development of 
a COVID-19 vaccine). This follows from the fact that ODA is explicitly not 
intended as a measure of all spending that brings benefits to developing coun- 
tries, but rather as a measure of expenditures that are specifically motivated in 
terms of developing country welfare (Kenny, 2020). 
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6 Conclusions 


The above discussion has shown that GPGs cannot be adequately and suffi- 
ciently provided by national governments acting unilaterally, and therefore 
cooperation among multiple countries is necessary. This requires reinforce- 
ment of existing formal arrangements as well as an updated role for the insti- 
tutions to support it. Several interlinked challenges of today’s world, related to 
environmental, technological, health, (cyber)security, economic, and geopo- 
litical changes, have created the need for a new approach to GPGs that consid- 
ers their interlinkages with the spGs. They also call for improved effectiveness 
in the provision of GPGs through accountability measures aimed at increasing 
compliance with sustainable development and deliver better results by influ- 
encing member states’ policies not only for more effective implementation but 
also adequate provision (private and public) for GPGs. 
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CHAPTER 2 


The Global Governance Complex: Insights from 
Recent Contributions to the Definition, 
Measurement, and Explanation of Change 


Willem Molle 


1 Introduction: Aims and Ways 


The main question to which authors and editors of this publication seek an 
answer is: How fit is the present system of global governance to respond to the 
considerable challenges that the system faces? This question is not new; it has 
been asked by statesmen and scholars ever since the world saw that globali- 
zation processes brought about the need for global governance and the first 
global institutions appeared. Since then a literature has developed of an over- 
whelming size and complexity, condensed in recent textbooks. 

In order to contribute to the answering of the central question of this pub- 
lication we have chosen to concentrate in this introductory chapter on three 
concrete sets of more concrete questions: 

1. What is the scope of globalization? What was the growth of global insti- 
tutions capable to deliver new global public goods? Can this be expressed 
in a single indicator? 

2. How can these developments be explained theoretically? What are the 
main characteristics of the system of global governance as it has evolved 
up till present? And how strong is the ensuing shift in authority to 10s? 

3. | What are the main weaknesses of the system of global governance? How 
can the lack of legitimacy of existing institutions be improved? What can 
be done to improve the performance of institutions? 

We will seek to answer these questions by using the results of recent studies 

that deal with the theoretical understanding, the definition of empirically 

observable variables, and the quantification of developments. So, the ambi- 
tion of our short contribution is limited; it does not try to review all relevant 

studies — it just aims to give a summary of recent research results. We devote a 

section to each of the three sets of questions articulated above. 
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2 The Size and Character of Globalization 


2.1 Globalization of Human Activities 

Over the past centuries human activities have increased their geographical 
span from local via national to global; a process called globalization. Initially, 
globalization was mainly driven by economic, technological, and security 
developments. However, since the 1960s other factors have come to the fore, 
such as the environment and health. Hence the term “globalization” has got a 
much wider scope; it must be seen now as the intensification of cross-national 
interactions (such as trade and capital movements) that promote the global 
integration of political, security, technological, economic, environmental and 
sociocultural processes. Therefore, all countries in the world have become 
more and more interdependent on an increasing range of points (Graff et al., 
2013; Baten, 2016; for definitions along these lines see among others: Dreher 
et al., 2008, p. 15; Held, 2014, p. 62). 

There are many ways in which this increased interdependence can be illus- 
trated. One of the early drivers of globalization has been economic policy; that 
is, the reduction or elimination of restrictions to international trade and to 
financial transactions. A common indicator to measure growth on this score is 
the ratio of growth of international trade compared to the growth of total GDP 
(WTO, 2008, p. 15). In the period 1850 to 1913 trade grew by about 4% a year, 
while GDP grew by about 2%. During the interwar years there was a period of 
stagnation, but in the decades after World War 11 trade increased by 8% a year 
while GDP grew by 5%. Since then, this differential growth has continued. As 
over the last half century more complete data have become available so grow- 
ing trade interdependence can now be better illustrated with the change in 
the average ratio between total world trade and total world GDP. This indicator 
increased between 1960 and 2010 from about 25 to 55. Other indicators con- 
vey the same message (OECD, 2010). The liberalization of international capital 
movements, for instance, led to a very large increase in cross-border invest- 
ment; world foreign direct investment (FDI) as percentage of GDP grew from 
5% in 1980 to 25% in 2006. 

In the non-economic fields, a wide array of indicators is used. In environ- 
mental matters alone the World Meteorological Organization (WMO, 2021) 
monitors atmospheric pollution with a range of indicators. There are many 
other international organizations that monitor developments by other indica- 
tors. Together this produces a wealth of information to give guidance to policy 
measures for emission reduction and climate change adaptation. Examples 
for other fields of 10 activity are not hard to find. But for our purpose these 
example will suffice. 
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3 No Globalization without Institutionalization 


In the beginning of globalization most transactions between traders were 
based on simple unwritten rules. However, the increase in interactions on the 
economic, technological, environmental, security, human rights, and socio- 
cultural fields that occurred over the past could not have developed without 
the setting of clear, formally agreed international rules that can be enforced 
in some way. So, in an increasing number of fields both sovereign states and 
private actors have set up regimes and institutions. The diversity of situa- 
tions has given rise to a set of governance forms in which actors, ranging from 
states to multinational corporations and civil society organizations, cooperate 
formally and informally to efficiently provide global public goods. Examples 
of such public goods are a stable regulatory environment for trade in goods, 
mechanisms for international conflict settlements, etc. (Reinalda, 2009; for 
the evolution of the socioeconomic complex, see, among others, Molle, 2008, 
2014). The global governance complex is characterized by a fragmented locus 
of authority. 

This institutional complex is formed by rule-setting organizations. They 
consist essentially of three types. The main ones are intergovernmental organ- 
izations (IGOs) that have states as members. The most visible of them is the 
United Nations complex of universal, multilateral, treaty-based intergovern- 
mental organizations supported by their bureaucracies and implementing 
their policies through legally binding and enforceable rules. A second category 
is formed by organizations that set the standards by which a certain segment 
of the economy can function. Their members are often specialized technical 
bodies (often government departments or state enterprises). A typical case of 
this type was already created in the 19th century: the International Telegraph 
Union. Finally, a third category is formed by private standard setting organiza- 
tions that are generally created under domestic law, such as internet regulators 
or Standard & Poor’s. 

Around this core of rule setter has developed a multilayered complex of 
partly overlapping, often competing and even conflicting entities. Many of 
them are non-governmental organizations (NGOs). They provide certain ser- 
vices (such as the Red Cross) or monitor developments (such as Amnesty 
International). They pursue objectives such as the ban on nuclear weapons, 
the safeguarding of wildlife, etc. Most of them lobby the 1GOs to adopt regula- 
tion that can bring positive change in their field of concern. In order to lobby 
effectively, they mobilize considerable sums of money and employ increasing 
numbers of highly qualified staff. 
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3.1 Measuring Growth of Institutions 

The growth of the number of institutions over the past centuries can be fol- 
lowed using the different issues of the Yearbook of International Organizations 
(Rittberger et al., 2012, pp. 66-68). During the period from 1850 to 1913 the total 
number of 10s grew to some 50 and the average number of members of these 
organizations grew to some 15. During the 1920s some 30 10s were set up in 
order to cope with problems that emerged after the first World War. During 
the 1930s stagnation followed. But after World War 11 there was a boom in 10 
creation, in order to accommodate peacekeeping, industrial expansion, third 
world development, etc. In 1980 there were some 340 10s, of which only 32 had 
a worldwide coverage, 50 had members spread over several continents and 255 
were regional organizations. 

In the last half century, the boom continued. Most of the increase in the 
number of 10s in recent decades are NGOs. The number of NGOs increased 
from some 3,400 in 1970 to some 27,000 in 2006. Many of these have a global 
vocation. To give an idea; around 2005 about 3,000 NGOs had consulta- 
tive status in ECosoc (United Nations Economic and Social Council). Since 
then, this growth has continued, but it is difficult to measure due to lack of 
comparability of the data. The latest Yearbook (2020) gives some 42,000 active 
international organizations, of which most are non-governmental ones. Each 
year some 1,200 new entries are made to the Yearbook. 

What explains this proliferation of NGOs? The literature mentions three 
main causes. The first is the increase in demand; civil society has recognized 
that many problems need to be addressed at an international level and due to 
increased wealth have been able to find the money necessary to finance their 
activities. The second is the differentiation of interests; many NGOs operate 
in the same field with slightly different agendas. The third reason is the 
emergence of enabling technologies; the internet has made it much easier to 
organize and operate NGOs. 

10s once created tend to be robust and long-lived. In cases where they have 
outlived their original objectives they tend to use their experience to change 
their remit and move into an adjacent area. Yet some cease to exist. Statis- 
tics are difficult to come by. They do not permit the creation of a complete 
demography of 10s, but they allow us to analyze the reasons why, and under 
what conditions, international organizations cease to exist. An analysis over 
the period 1815-2016 (Eilstrup-Sangiovanni, 2021) showed that exogeneous 
shocks are a leading proximate cause of 10 termination and that organiza- 
tions that are newly created, have small memberships, and/or lack centralized 
structures are more likely to succumb. 
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3.2 Measuring the Growth of Globalization and of Global Institutions 
Together 

Because of the trends depicted global governance has reached an unprec- 
edented scope; it affects every area of policymaking. However, measuring the 
increase in scope is not easy. The partial economic and institutional indica- 
tors discussed in the previous sections convey only a fragmented idea of the 
increase in globalization. A more comprehensive indicator of globalization is 
needed. For a long time, its construction was precluded by the poor availability 
of data. Recently, this situation has changed. 

Based on a very large set of data for all countries in the world for the 
1970-2020 period a group of researchers has set up, refined, and updated a 
multidimensional index of globalization (Dreher et al., 2008; Haelg, 2019; Gygli 
et al., 2019). The three dimensions they used are economic, social, and political. 
In all three dimensions a distinction is made between de facto indicators (for 
instance, trade in goods in % of GDP for the economic dimension) and de jure 
indicators (for instance, internet access for the social dimension). In total, 43 
variables are measured. On that basis weighted indices are calculated for each 
dimension and for the overall average. The results are very illuminating. The 
Index of overall globalization has steadily increased from about 40 in 1970 to 
about 60 in 2016. Some differences between subperiods can be distinguished. 
From 1970 to 1990 the index increased only moderately. Since then (the end of 
the Cold War) it increased dramatically up to 2008, while the growth flattened 
off since. One can see here the effects of the financial crisis and policy shifts of 
major countries. Some differences can be observed for the various dimensions, 
although their picture is largely in line with the overall index. 


4 Defining and Measuring Shifts in Characteristics and in Authority 


41 A Long Development Leading to Three Streams of Thought 

The process of increasing globalization has been the subject of deep ongoing 
research by scholars of different disciplines. They have elaborated an impres- 
sive body of knowledge on the main questions, including why international 
organizations develop. In all this theoretical and empirical work, one generally 
distinguishes three main streams of thought that appear largely complemen- 
tary. We will not go into the vast literature on the subject, but limit ourselves to 
cite just a recent synopsis: 


Realism explains international governance as the result of strate- 
gic choices made by independent states which exist in the absence of 
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overarching authority. We concur that states are the most powerful actors 
in international politics and they vary widely in their power capabilities. 
There is, indeed, no coercive authority above states capable of sustaining 
international organization. Liberal institutionalism [...] [poses] the idea 
that states act rationally in dealing with the collective action problems 
produced by interdependence. This approach conceives 10s as means to 
reduce the transaction cost of cooperation in areas where states have over- 
lapping interests, thereby facilitating international governance under the 
structural constraints imposed by anarchy. Functionalist theory is indis- 
pensable if one wishes to explain two puzzling features of international 
governance: Why do states delegate authority to independent 10 bodies 
and why do states collectivise decision making in binding majoritarian- 
ism? [...] Constructivism, [a third stand of thought], explores how norms, 
identities, and discourse shape international cooperation. The character 
of international governance depends not only on its benefits, but on 
what the participants make of each other. Constructivism draws atten- 
tion to the social fabric of international cooperation. To explain variation 
in international governance one needs to theorize the conditions under 
which the participants will be prepared to surrender some national self- 
rule for international shared rule. (Hooghe et al., 2019, pp. 2-5) 


This overlaps largely with the synopsis made in Rittberger et al. (2012, p. 33) 
and Hasenclever et al. (2000). 


4.2 Main Past Trends and Present Characteristics of Global Governance 
Central in the three strands of thought given above is the idea that the increase 
in interactions creates the need for the effective delivering of global public 
goods and for compliance with international rules and norms. To that end 
sovereign states must give up part of their ruling power and hand over compe- 
tences to international organizations. This did not occur in a same way and at 
the same time in all fields of emerging global public goods. So, a set of special- 
ized idiosyncratic organizations has developed. Together, they form a global 
governance system that can be characterized as a multi-sectoral, multi-actor, 
multi-institution, multi-principle, and multi-instrument. For each of these 
features some major developments can be discerned. 

Subjects. Collective action problems tend to lead to sector-specific organi- 
zational solutions for the creation of public goods. Different policy areas such 
as trade, climate change, or peacekeeping have developed differentiated gov- 
ernance systems. The global multi-sector system is thus not monolithic but 
rather segmented. Over time the issue coverage of the system has greatly 
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increased. Today’s global governance affects virtually every area of interna- 
tional and transnational politics. Moreover, many of the main players have 
increased their field of interest over time by adding flanking policies to their 
existing policy portfolios. In each area a special type of governance complex 
has developed under the influence of sector-specific factors. In many areas 
it consists of several 10s, which leads to competition, overlaps, and conflicts 
between parts of the system. 

Actors. The system is to a large extent supported by sovereign states that 
have formed international intergovernmental organizations. In some cases, 
other 10s are powerful actors alongside states; this applies in particular to 
regional organizations such as the EU that represent their interest in global for 
a. However, from the beginning the global governance system is far from being 
the exclusive prerogative of public sector bodies; it increasingly consists of a 
bemusing multitude of non-governmental actors, among which we find cor- 
porations, civil society organizations, advocacy groups, substate public actors, 
etc. All these types of NGOs have organized themselves on a global scale. There 
has indeed been a clear trend of an increased role of powerful non-state actors 
in the development of transborder governance. 

Legal forms and competences. These actors work together in diverse networks 
being vested in a variety of legal forms. Some global governance institutions are 
large, treaty-based intergovernmental organizations with a strong bureaucratic 
support and strong instruments to enforce compliance with rules. Others are 
made of transnational private or hybrid arrangements. Apart from the struc- 
tures with a strong formal base the need for collective action has expressed 
itself in a host of different flexible venues, such as regimes, forums, networks, 
platforms, summits, and public-private partnerships. 

Principles. Cooperation becomes facilitated if partners agree on basic values 
and ideologies. However, even with differences on those scores, cooperation 
can be facilitated by formulating basic principles of conduct. Principles tend 
to be subject-specific. A basic set of principles concerns sovereign equality, 
the non-intervention of states in domestic affairs of another country. The 
consideration that humanity is the custodian of the global environmental pat- 
rimony has led to the adoption of the precautionary principle. In economics, 
the recognition of the scientific finding that free trade is advantageous has 


1 “Three patterns can be discerned. First 10s have seen a secular expansion of their policy 
portfolios, from an average of 2.9 policies in 1950 to eight policies in 2010. Second there is less 
movement in 10s’ core policies over time, from an average of 1.4 core policies in 1950 to 2.5 in 
2010. Third and by implication, the dynamism of an 10’s policy portfolio derives mostly from 
adding flanking policies” (Hooghe et al., 2019, p. 148). 
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been translated in the principle of the “most favored nation”; consequently, 
the trade order is often labeled as “liberal” To sustain these different substan- 
tive principles, one usually recognizes the procedural principle of multilateral- 
ism. This principle presupposes that all state actions can be justified by agreed 
international rules and that states in general seek long-term collective gains 
from cooperation and refrain from quid pro quo exchanges. 

Instruments. The components of the system vary widely in power, resources, 
and competences from issue to issue. These differences express themselves in 
a wide variety of regulatory and other instruments of governance. They pro- 
duce a plethora of regulations, norms, standards, etc. Over time most 10 s have 
become more powerful and use more constraining instruments for insuring 
compliance with their rules, leading to a decrease in the room of maneu- 
ver of both public and private actors. Now compliance tends to rely less on 
obedience to formal international law, that if broken triggers sanctions and 
punitive actions. Much more now tends to be done thorough non-coercive 
soft instruments, such as monitoring, persuasion, norm diffusion, information 
exchange, etc. 

The great diversity and multiplicity of institutional forms, cooperating 
partners, and instruments is very difficult to navigate for users, including the 
policymakers and legislators who must make them operational in their own 
jurisdictions. 


43 Measuring the Shift of Authority 

National states have handed over authority to 1G0 s because they believed they 
would benefit from the transaction; they reckoned in this way to enjoy new 
public goods that could not be provided on the national level. So, once the shift 
in authority is operated member states and their citizens comply in their own 
interest with supranational rules that are in everybody’s interest. The trends 
depicted above suggest that this has been the case for an ever-increasing 
number of issues. Can we therefore conclude that more and more authority is 
transferred from the national to the international level? 

To answer this question a group of researchers has attempted to meas- 
ure the degree to which authority has shifted (Hooghe et al., 2019). To do so 
they have followed a three-stage approach. In the first stage they distinguish 
between two sources of authority of 10s, or ways in which authority is shifted. 
A first way is delegation: national states hand over authority to independent 
international bodies. After delegation these 1GOs have an autonomous capac- 
ity to govern. Often the secretariat of an 1GO is empowered to set the agenda 
and oversee implementation. More rarely states delegate powers to an inter- 
national court that can deal with the consequences of non-compliance by 
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members. A second way to hand over authority is by pooling. This occurs when 
national governments transfer independent national decision-making by col- 
lective decision-making in the framework of an 10. In this way they agree to 
outflank national veto power and commit themselves to decisions even if they 
did not agree with them. 

In the second stage they translate these notions of delegation and pooling 
in terms of observable components. For delegation they measure the role of 
10s in agenda setting, decision-making, and dispute settlement. For pooling 
they measure deviations from consensus in each stage in policymaking, such 
as constitutional reform, the budget, financial non-compliance, membership 
accession, and suspension. 

In the third stage they quantify all components and integrate the results in 
a two-dimensional measure of international authority (MIA). They find that 
delegation has increased slightly between 1975 and 1995 to increase steeply 
after that up to 2010 (from 0.16 to 0.24). Pooling on the contrary did develop in 
a much more gradual way: from 0.29 to 0.35 in the same period (Hooghe et al., 


2019, p. 148). 


5 Challenges to the System: Ways to Improve it 


5.1 Contested Governance and Its Consequences 
The increase in the authority of 10s induces contestation. In the first instance, 
contestation comes from member states that are negatively impacted by 10 
decisions. They had agreed to the rules of the 10, because participating in the 
common public good gave them benefits. But once a particular case occurs 
with negative consequences for their particular interest, they will tend to 
devise strategies to avoid compliance with 109 decision-making. It is not only 
states that are affected; in more and more cases, 10 decisions also have a nega- 
tive affect on the daily lives of citizens and the daily operations of business and 
civil society. For instance, the world economic institutional system is blamed 
for locking workers into low-wage activities and stimulate corporate tax eva- 
sion, leading to high wage taxes. A prominent critic in this respect has been 
Nobel Prize winner Joseph Stiglitz (2002). In some cases, popular and state 
contestation join forces. For example: the wTo has been under attack from 
anti-globalist popular movements and from populist governments. Conse- 
quently, it has been unable to make progress on major issues and its dispute 
settlement system has become non-operational. 

Contestation often leads to a further fragmentation of authority in organi- 
zations that can be difficult to avoid. A case in point is the monetary/financial 
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cluster. The anchor organization here is the IMF. The ImF has for a long time 
been criticized for its inadequate handling of national and international cri- 
ses. This practical inadequacy has been attributed among other factors to its 
ideological bias. More fundamentally, its legitimacy has been criticized. Claims 
have been made that its decision-making is flawed due to a serious lack of rep- 
resentativeness: US veto power, Euro countries divided over several groups, 
underrepresentation of developing economies. Past attempts to repair these 
problems have not been successful (Hallaert, 2020). So, steps are taken to 
bypass the organization both in geographical and issue terms. 

Japan (although an ally of the US on many fronts) and notably China (the chal- 
lenger for world hegemony) together with other Asian nations have heavily criti- 
cized the IMF for its inadequate management of the latest financial crises. They 
have attempted to set up an Asian Monetary Fund to bypass the IMF (Narine, 
2003). These attempts have until now been unsuccessful, due to the diversity of 
views of major partners and strong US lobbying (Hyun & Paradise, 2019). 

To improve the preventive part of the global financial system the Interna- 
tional Financial Stability Forum was created in 1998 which set up an early- 
warning system for crises. After the financial crisis of 2008 and the meeting 
of the G20 in 2009 it was transformed into the Financial Stability Board (FsB). 
The FSB cooperates with the IMF, the OECD, and the Bank of International 
Settlements on the supervision of the financial sector. 


5.2 A Systemic Dysfunction? 

This not just a problem for the mF; almost all major 10s are heavily criti- 
cized for either lack of efficiency, institutional sclerosis, ideological infighting, 
duplication, excessive bureaucracy, obsolescence, inaccessibility, lack of trans- 
parency and accountability, or loss of control. Many 10s are criticized for a 
combination of such defaults. Populist movements and governments contest 
the fundamentals of the liberal international order that characterizes most of 
the post-World War 11 institutions. In that slipstream some contest all multilat- 
eralism and all concerted action for new global public good provision. They do 
that mainly by contesting the legitimacy of 10s. 

Overshadowing these questions is a major geopolitical factor: the gradual 
shift in power from the US to China and the increase of the role of the largest 
countries in the former Third World. This tendency of increased multipolar- 
ity, which is going hand in hand with a fundamental clash of societal systems, 
contests the foundations of many of the constituting elements of the present 
global governance system. 

In view of this state of affairs some observers (e.g., Hale et al., 2013) have con- 
cluded that the global governance system has come to a gridlock. Since then, 
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this view has been found to be exaggerated. Many observers now agree that in 
some areas stalemates exist, but that in many other areas the system contin- 
ues to provide essential global public goods (e.g., Dingwerth, 2021). However, 
a major effort is needed to improve the functioning of the global governance 
model by addressing the causes for a slipping away of the legitimacy of 10s. 

In order to empirically analyze this, Zuern (2018) distinguishes between two 
complementary sources of legitimacy: procedure and performance. In terms of 
procedure 10s can refer to the generally accepted norms that they apply and 
to the expertise they have, and the impartiality of decisions. The term of per- 
formance translates in responsiveness to articulated needs, preferences, and 
effectiveness; in other words, delivering what was agreed on. Both elements 
have given rise to new research (Pisani-Ferry, 2018; Stephen, 2018; OECD, 2021). 
In the following sections we will address both improving procedural legiti- 
macy and improving practical implementation. 


53 Improving Procedural Legitimacy 

Legitimacy is granted to an IGO at the moment it is set up by the fact that 
sovereign states have handed over authority to it (even though that author- 
ity may erode over time). Such de-legitimation may occur, for instance, 
due a change in the standards by which the relevant stakeholders of the 10 
evaluate its performance. Once a legitimacy deficit has occurred, it does hin- 
der the development of an 10. Member states will no longer consider the 10 
as the proper venue for discussing and solving problems. The Io in question 
will have difficulty in making members comply with the rules and decisions of 
the 10. Naturally, under such conditions member states will shy away from the 
idea to entrust new tasks and responsibilities to such an organization. This can 
only be countered by a process of re-legitimation, for instance, by adapting the 
remit, governance practices, etc. 

The literature on these phenomena has primarily used case studies and narra- 
tives to shed light on them. Recently attempts have been made to go beyond that. 
Tallberg and Zuern (2019), for instance, have conceptualized a theoretical model 
in which legitimacy, as the dependant variable, is influenced by three intermedi- 
ate variables (public opinion, political behavior, and political communication) 
each operationalized by a set of concrete measurable variables. The latter are 
based on the quantitative results of surveys (experts or population), field experi- 
ences and content analysis of relevant documents and media texts. 

The approach has delivered some promising results. One example is that 
10s contested for lack of democratic control have tended to add parliamentary 
assemblies to their institutional setup. Another example: de-legitimation and 
re-legitimation processes were found to be particularly intense the higher the 
authority of an 10. 
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5.4 Improving Performance and Governance Practice 

Another main source of legitimacy is performance. Critics agree that the 
performance of 10s individually and of the system collectively must be 
improved. Given the complexities of the global governance “system” depicted 
in the previous sections, one may wonder how it can function effectively. The 
more so in cases where it is confronted with issues that are intricately related 
(for instance, in international migration, where problems of economic devel- 
opment, security, human rights, and environmental degradation interfere). In 
such cases effective international policymaking and implementation requires 
cooperation and coordination between a range of actors. For example, 
humanitarian relief operations often require the coordinated efforts of global, 
regional, national and local, and public and private agencies. To that end, 
problem-based complexes of governance have been formed that have become 
structurally enmeshed and whose boundaries tend to be in continuous flux. 

In numerous instances the expansion of the scope of international organi- 
zations has created overlap. On the one hand, the resulting conflicts between 
competences need to be arbitrated in order to avoid stalemates. On the other 
hand, numerous instances occur where existing organizations fail to address 
problems that go beyond their competence and require the cooperation of var- 
ious specialized organizations. However, organizing the solution to both the 
problem of “too much” and the one of “too little” is complicated as the most 
concerned organizations have different rules and operating modes. 

To discover a solution to the problem outlined here, the OECD (2019, 2021) 
has launched a voluntary partnership of some 50 secretariats of 10s to pro- 
mote and discuss the conditions for greater quality, effectiveness, and impact 
of international rules, regardless of their substantive scope. This collective 
effort has led to an unprecedented collection of information on the rulemak- 
ing activities of 10s and the exchange of practices and tools on implementa- 
tion, stakeholder engagement, evaluation, and coordination of international 
instruments. They show that overcoming fragmentation and institutional iner- 
tia, although a complicated exercise, is a feasible way forward. Efforts in this 
respect are beginning to produce some effects. 


6 Conclusions 


Over time the global governance system has grown in numbers and types of 
partners, size, issue coverage, intrusiveness of instruments, and complexity of 
operational forms. However, all 10s taken together show a considerable rise in 
10 authority and a shift away from national states and private organizations. 
This 10 authority is increasingly contested, leading to a decrease in legitimacy. 
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Although institutional sclerosis often prevents change, many attempts are 
made to re-legitimate organizations and hence corroborate their authority. 
One avenue for this is by improving institutional design and another is by 
increasing governance methods. On both scores positive experiences suggest 
that real change is feasible. 
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PART 2 


International Security: What Role Does It Play in 
Achieving SDGs? 


CHAPTER 3 


The Reaction of International Organizations to 
Global Security Challenges 


Anatolty Kruglashov 


1 Introduction 


We are living in a world which faces many fundamental threats and challenges. 
It distracts us from collective aspirations towards growing prosperity, creating 
more public goods, and reaching higher living standards. While international 
organizations (10s) proudly announce ambitious Sustainable Development 
Goals, the overall picture of a global mosaic looks less optimistic, if not gloomy. 
In recent years, scholars, experts, civic activists, and politicians have been dis- 
cussing and worrying about the rise of regional conflicts and threats of climate 
change, alongside efforts related to fighting poverty and unjust distribution 
of global wealth and resources. Then, in the last 2 years, humanity has been 
preoccupied with the pandemic of coviD-19, when both national and global 
communities were put in a very uncomfortable position of helplessness and 
frustration in the face of the massive spread of deadly viruses (Bengtsson & 
Rhinard, 2019, pp. 346-349). 

Recently the global community has been confronted with kinetic security 
threats, and military conflicts, including full-scale wars. These make access to 
public goods (as they are described in the previous chapter) obstructed and 
constrained. As far as security and human rights are concerned, the activity of 
108, which were founded primarily to prevent conflicts and wars, should be the 
focus of academic scrutiny and critical analysis. The most evidence of a grow- 
ing global insecurity is provided by a new stage of the Russo — Ukrainian War, 
launched by the Kremlin in Ukraine on February 24, 2022. It clearly means a 
new turn in the international order and relations. The biggest (mainly territori- 
ally) country in the world, a permanent member of the United Nations (UN) 
Security Council, a member of the Organization for Security and Co-operation 
in Europe (OSCE) and many other global and regional organizations, started 
an unprovoked full-scale war. This war threatens the very existence of Ukraine, 
which is a founding member of the UN and the biggest country in Europe. 
Russia is taking apart Kyiv’s control territories under a severe occupational 
regime, expanding its territories at the expense of Ukraine, and widely applying 
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hybrid and traditional war tools and methods. All these steps are followed by 
numerous military crimes, thousands of civilian victims, many cases of loot- 
ing, rape, and murder committed in the temporarily occupied territories. 

In this chapter, the author applies theories and concepts which are mostly 
developed within the realm of political science and international relations. 
The chapter is written based on both primary and secondary sources, including 
fundamental documents, such as the UN Charter, the Universal Convention on 
Human Rights, and others. 

Structurally, the chapter is divided into four sections. The first section deals 
with the international community’s determined search for peace and pros- 
perity under growing tensions and confrontations. The second section of the 
chapter turns to the Euro-Atlantic dimension of international organizations: 
the first is the OSCE case, and the second one is the North Atlantic Treaty 
Organization (NATO). The last two sections are concerned with the European 
security situation. In the third section the author considers the role of the 
Council of Europe as a very important 10, regionally and globally. The last sec- 
tion examines the EU’s evolution as a geopolitical actor with a certain position 
and responsibilities as the most important provider of security and contributor 
to public goods in general. Some lessons which the EU has learned after the 
Yugoslav Wars and Russian aggression are outlined as the most relevant to the 
subject of the chapter (Olech, 2019, pp. 8-9). Thus, the chapter focuses on a 
wide spectrum of crucial challenges and threats, as well as provides a critical 
analysis of the reactions of the leading 10s to them. 


2 The International Community’s Determined Search for Peace and 
Prosperity: the Question of the UN’s Ability to Meet Its Goals 


2.1 Hopes and Failures of the UN 

The United Nations’ activities are expected to respond to global challenges 
and threats. Concerning the debatable adequacy of the responsiveness of 
the UN to the crucial issues of global community peace and prosperity, some 
important points should be outlined in the broader context of global public 
goods distribution, and in the narrow sense of the security provision. This is a 
topical issue because the latter is not only an inviolable part of the former but 
also because public goods might be shared and accessed only under conditions 
of quarantined security. The UN was established after the failure of the League 
of Nations (dismissed later, in 1946), which had not been able to prevent the 
Second World War (Archer, 2001, pp. 20-22). Considering those dramatic 
experiences, the UN was founded to prevent a new global war (Jindal & 
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Dhingra, 2021, p. 51). The very danger of another world war has been well under- 
stood since the invention of the atomic bomb and its production en masse. 
Fears abound that a third world war would likely be the last one in the history 
of humanity. The UN Charter and later documents were developed to keep the 
peace, prevent war, and establish proper negotiations, diplomacy, regulations, 
moderation, and mediation among conflicting parties, states, and ethnic or 
religious communities in order to preserve global development and peacefully 
resolve issues of discord, disagreement, racism, radical nationalism, and many 
other problems for the sake of regional and global security and prosperity. For 
decades, the UN developed a massive, some would say excessive, institutional 
structure and capacity. This is a rightful characteristic for this unique global 
organization vested with the authority to handle the most important issues for 
the international community (Thakur, 2016, pp. 329-338). It has gradually but 
steadily expanded its activity into the economic sphere, addressing social pros- 
perity (the Economic and Social Council), the fight against diseases (World 
Health Organization [wHO]), education and culture (United Nations Educa- 
tional, Scientific and Cultural Organization [UNESCO]), migration (Interna- 
tional Organization for Migration [10M]), labor issues (International Labour 
Organization [ILO]), food security, and many others (Prosekov & Ivanova, 
2018). The comprehensiveness of the UN coverage of global issues tells a story 
of progressive success, with 10s well represented worldwide. Indeed, the range 
and scope of 10s seems almost universal due to their competence and func- 
tions. Almost each recognized country is a member of the UN (now there are 
194). Therefore, the UN is well known for many important proclamations and 
issuing concerted declarations of its goals to serve prosperity, peace, coopera- 
tion, and development worldwide. The 2030 Agenda for Sustainable Develop- 
ment proclaims numerous very important tasks which cover a wide variety 
of topical issues for humankind in general (Beisheim, 2018). But at the same 
time, looking at the efficiency of the UN’s legal foundation and institutions 
via the prism of security issues, challenges, and tasks, one must acknowledge 
some failures and partly successful stories related to that 10 in general, and its 
peacekeeping missions in particular (Bashota & Dugolli, 2017, pp. 98-101). For 
example, in the Rwanda genocide, the UN was hardly successful in prevent- 
ing the very tragic deaths of more than a million victims claimed by deadly 
outbursts of massive, politically fueled hatred and ethnic clashes (Salim, 2021, 
pp. 1-2). In addition, the Mali case followed, where once again the UN was 
hardly impressive with the overall records of their mission (Karlsrud, 2015, pp. 
45-48). The picture of the so-called “failed states” (such as Somalia, Eritrea, 
and Libya) remains troublesome as missions and other attempts of the UN 
(Della-Giacoma et al., 2016, pp. 17-21) aimed at resolving local dramas brought 
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no considerable results. Regarding prevention of armed conflicts, even in the 
case of the Balkan crisis and wars of the 1990s, the consensus of the leading 
powers and the overall efficiency of the UN legal instruments and the course 
of preventing the outburst of the Yugoslav Wars are hardly successful, too. It 
makes sense to agree with the conclusive remarks on UN sanctions: 


Although the purposes of sanctions vary, the Security Council remains 
focused on coercion, which was its primary purpose in 56% of the cases, 
compared to 41% for constraint and 3% for signaling. Sanctions achieved 
their principal purpose in 19% of the cases. Sanctions were effective in 
coercing 10% of the time and in constraining and signaling in 27% of the 
cases, suggesting that sanctions might be more effective if the Council 
designed and imposed them for purposes other than coercion. Weighing 
all three purposes equally, sanctions were effective in 22% of the cases. 
(Biersteker et al., 2018, p. 408) 


Finally, the case of Russia’s war against Georgia in 2008 and the ongoing 
Russo — Ukrainian War since 2014 could be recalled also. These examples show 
the very limits of the UN’s effectiveness and role in preventing and settling 
those conflicts, avoiding the worst-case scenario in the latter. All those cases 
happened despite the sophisticated institutional structure and procedural 
mechanisms of the UN, e.g., the General Assembly resolutions, many sittings 
and talks in the Security Council, a few other discussions at auxiliary bodies 
of that 10, the wide range of authoritative experts engaged and many confer- 
ences/debates on different issues held. Some of them have not been success- 
fully resolved up to now. 

Why did it happen? Why, given the recent very pro-Ukrainian resolutions 
of the General Assembly, did the Russo — Ukrainian War, which started in 
2014, move to a more dangerous stage after February 24, 2022? It seems that 
those cases take place because the UN itself has some principal distortions 
and loopholes. The organization's institutes and functions are disproportion- 
ately affected by the influence of the great powers. One of the key reasons is 
the founding consensus of 1945, when five countries were appointed as the 
permanent members of the Security Council. They agreed to be a core body 
of the UN. That made this 10 a kind of international trust, which is controlled 
by those principal stakeholders, namely the USA, Great Britain, France, 
China, and the uss k. Ironically, Russia is a self-proclaimed chief successor of 
the UssR. These five countries made a consensus that they have a right to be 
permanent members of the Security Council of the UN, and their exclusive 
authority, influence, and strength are legally supported and guaranteed by 
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their veto rights. The right of veto has been often applied and used by one 
or another of these countries in the course of history (Salim, 2021, pp. 8-10). 
Intriguingly, representatives of Russia have (ab)used that right too many times. 
For instance, they block any attempts by Security Council members, both per- 
manent and temporary, to discuss and find a way towards a resolution of the 
Russo — Ukrainian War. It is hardly an acceptable situation when a member 
of the UN and a permanent member of its Security Council acts as an aggres- 
sor under the agreed upon UN charter principles, thus substantially violating 
international law. Moreover, the same aggressor might simultaneously be able 
to effectively prevent any restrictive actions from the International Commu- 
nity, the UN, and its Security Council. 


2.2 Possible UN Reforms 

These cases explain why the UN needs thorough and comprehensive reforms, 
which should be centered on the role of the Security Council (Binder & Heupel, 
2015, pp. 247-248). If an organization is grounded on the principle of all coun- 
tries’ equality, parity, and respect for any independent state as a member of the 
UN, the member states must exercise an equal voice and influence. In addi- 
tion to the drastic division between the small and big countries, and the devel- 
oped and developing countries, one has to admit evident disparity between 
the group of permanent member countries and the non-permanent members 
in the UN Security Council. For instance, Latin America and Africa are not 
represented in the Security Council with a decisive power or blocking power 
of a veto. Out of many Asian countries, only China is a permanent member 
of the Security Council of the UN. This corresponds to neither the economic 
contribution of countries to the UN budget (it ensures the material grounds 
for effective functioning and actions of the 10) nor to the countries’ individual 
contribution to resolving the security, social-economic, educational, and other 
important problems of human existence. Undeniably, it also makes accessibil- 
ity of public goods uneven. The author agrees with the following statement: 
“An expansion of the Security Council or the revoking of veto powers will not 
[...] equip the UN system to fight a ‘soft war’ It requires new tools and new 
strategies. The reforms should go beyond cosmetic changes and include all 
agencies and organisations working with [the] UN” (Thomas & Kumar, 2021, 
P. 95). 

It is incompatible with the logic and spirit of the UN’s mission and 
legal foundations that its most representative and authoritative body, the 
General Assembly, lacks the power to make the final decision. It does not 
control budgetary processes and the functioning of UN agencies, either ( Janev, 
2020, pp. 121-123). The General Assembly merely issues recommendations that 
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eventually depend on the Security Council for adoption. As the core body of 
the UN, any move in the Security Council depends on the consensus of the five 
permanent members. If such a consensus is reached, the global community 
might expect a positive resolution of any conflict or issue. But if it fails, any one 
of the five can block, hinder, or even undermine the whole process of policy- 
making in the UN. 

That is why there has been a growing anticipation and need for UN 
structural reforms, from the 1960s onwards (Ade-Ibijola, 2015). Different pro- 
jects of reforming the UN were drafted and proposed. Key changes suggest 
increasing the power of the General Assembly, which is the true representative 
body of all the member states, and which reflects the position of the global 
community. The General Assembly should be the real power and ultimate 
body to resolve any conflict or war and to put in motion the decisive power 
of the UN, including the right of intervention, economic sanctions, and other 
measures needed to stop aggression and restore regional or global security. 

Another direction of reforms is the composition and power of the Security 
Council. Some drafts attempt to include the representation of countries like 
India (Dabhade, 2022, pp. 50-68) Japan, and Germany as new permanent 
members. From the point of view of demography and the growing importance 
of India, this was a well-grounded proposal. However, that attempt failed, 
arousing no enthusiasm from the five principal UN stakeholders (Ade-Ibijola, 
2015, pp. 138-139). It might be mentioned there was an attempt to include 
Japan as a new permanent member of the Security Council. As far as continen- 
tal Europe is concerned, Germany is a very important stakeholder of the Euro- 
pean order and its social and economic development. It is also an influential 
contributor to regional and global public goods. Yet proposals to increase its 
role have received the cold shoulder instead of support. Should those motions 
be realized, it would not resolve the problem of the exclusive privileges of the 
permanent members of the Security Council. Even if the countries and their 
representatives had supported the move to make India, Japan, and/or Ger- 
many permanent members, it would not have helped to resolve the issue of 
the permanent members’ veto. Should the veto right be expanded to the new 
permanent members, it would further complicate the process of making the 
Security Council more democratic. 

Regarding the UN Charter provision, one must accept complications of 
those motions being realized. This precondition influences the perspective of 
reforming the whole policymaking process in the UN. The veto right should 
be totally excluded as an instrument of the so-called “permanent members’ 
superiority” over the Security Council and consequently the UN in general 
(Dadashova, 2019, p. 100). Otherwise, the international community could 
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witness the obvious failure of the UN in preventing conflicts and resolving 
them. There are plenty of conflicts and they require the full attention of the 
UN (Chesterman, 2014). 

UN reforms are inevitable and of crucial importance. They should be car- 
ried out as soon as possible. The reform agenda should have a high priority 
and be considered with no delay. Otherwise, the lack of timely reaction to 
the global challenges, including pandemics, military threats from Russia, and 
some alarming moves from China to establish control over Taiwan by military 
means, could result in a full-fledged global war with all the imaginable and 
predictable consequences to follow. The UN, as the most important and com- 
prehensive global international organization, needs urgent but well-thought- 
out reorganization. It’s the right response to the new challenging situation 
concerning regional and global issues. The reforms should be democratic both 
in the content and procedures for discussing and resolving conflictual issues. 
Ultimately, no state can possess privileges instead of equal rights and duties. 
These are the most urgent direction of changes and reforms in the UN. 


3 The Euro-Atlantic International Organizations: Stormy Winds of 
Change 


Europe and the Euro-Atlantic area are distinguished by having the dubious 
honor of being the starting locations for two world wars. They have shaken 
those regions, left behind millions of dead and wounded people, as well as 
ruined settlements. Furthermore, they resulted in a contradictory legacy in the 
collective memories of many nations there. For that reason, it is very important 
to analyze the Euro-Atlantic international organizations’ activities and to con- 
sider to what extent those organizations are effective in preventing conflicts, 
resolving them, and paving a way to a stable and secure peace. 


3.1 The Origin and Development of the OSCE 

First, it is essential to touch upon the origin and evolution of the Organization 
for Security and Co-operation in Europe (OSCE). The process of its establish- 
ment could be observed as early as the 1970s in Détente and the Helsinki Pro- 
cess. The US and the UssR, the leaders of two confronting blocks, mutually 
recognized the importance of peaceful coexistence and the need for reduced 
tensions in Europe and the Euro-Atlantic space. They tried to find political 
solutions which would be acceptable to both camps in the framework of the 
Cold War era and the bipolar system of international relations (Koja et al., 
2020, pp. 1-3). In some respects, the new format of Euro-Atlantic interstate 
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dialogue and consultation contributed to the rapprochement between West 
and East. The OSCE itself was constituted in the early 1990s, soon after the col- 
lapse of the Warsaw Pact. It began a transformation from an important recur- 
rent conference, a platform of political dialogue towards a new 10 aimed at 
much wider cooperation for the engaged countries within a specific organiza- 
tional and institutional structure (Herman & Wouters, 2017, pp. 7-8). It seemed 
to be a huge, promising 10, comprising 57 states from North America, Europe, 
and Central Asia (Kocrenxo & Ametaes, 2021, pp. 48-49). The establishment 
of the OscE seeded hopes of a great success and a promising beginning. The 
prevailing expectation was grounded in the belief that this organization would 
be able to play an important role in preventing conflicts, promoting coopera- 
tion among the engaged countries, and directing socioeconomic development 
on the three continents towards democracy, economic prosperity, and social 
stability. 

However, after the formative years the OSCE hardly succeeded in those tasks. 
It did not play an important role in the prevention and resolution of conflicts 
in the scope of the organization's responsibility (Debuysere, 2019, pp. 250-251). 
The first litmus test was the context of the post-Yugoslav Wars period, where 
the OSCE tried its best to be as helpful as possible (Dordevi¢ et al., 2018). Yet 
until the intervention of NATO, the OSCE was able to perform only a second- 
ary role there (Simonet, 2018, pp. 284-285). It did not find a way to serve as the 
main platform of making peace, preventing, or managing conflict, and finding 
solutions for post-conflict regulation (Friesendorf, 2020). 

Other conflicts where the OSCE was engaged concerned mainly the post- 
Soviet space. First, one has to consider the Nagorno-Karabakh case, the oldest 
open armed conflict in the post-Soviet space, which has been going on until 
now (with some aggravations in 2015 and 2020) (Guliyev & Gawrich, 2021). The 
role of the OSCE appeared as weak and indecisive there (Shelest, 2022, p. 14). It 
is also essential to recall the Moldova and Georgia cases regarding the conflicts 
in Transnistria, Abkhazia, and South Ossetia respectfully.Again, the author 
does not discover proof that the oscE is the main actor in negotiating the 
acceptable approach among all the parties concerned with ending these con- 
flicts (Mihr, 2021, pp. 8-11). Certainly, not all parties are equally concerned with 
productive negotiations in those conflicts. Not every one of them is interested 
in a fair solution to these conflicts as well. Both in the cases of Georgia and 
Moldova, the oscE founded a platform for negotiation, a framework for diplo- 
matic talks, organized different meetings, and sent monitoring missions to the 
regions. It has made a strenuous effort to elaborate practical recommendations 
for the conflicted parties for years of those protracted conflicts. Despite those 
efforts, regional conflicts have been unsolved until now. The position of the 
OSCE seems to be very low profile with no considerable outcomes achieved. 
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3.2 Evaluation of the Role of the OSCE 
The driving force of the OSCE is a gradual but steady evolution from an interna- 
tional organization, which has been based on the idea of a peaceful coexistence 
of different, sometimes adversary countries with different economic systems, 
political regimes, and ideologies. The standards of mutual trust applied to 
confidence measures and cooperative approaches were advocated and sup- 
ported by the organization. However, this is not satisfactory to provide peace 
and strengthen security in Europe and Eurasia. This became clear when the 
OSCE tried to interfere in the conflict in Ukraine after the illegal annexation of 
Crimea and the beginning of war in Donbas, both launched by Putin’s Russia. 
The OSCE Special Monitoring Mission (SMM) to Donbas seemed to be the only 
10 mission that tried to observe and describe what was happening there in 
reality (Mihr, 2021, pp. 54-75). Because of the paradoxical situation — the 
offender, Russia, was an influential member of the OSCE together, with its 
allies, such as Belarus and Kazakhstan (at that time) — it seemed that the 
authority and reputation of the OSCE was compromised, resulting in lower 
efficacy. Not surprisingly, the 10 did not achieve considerable results with its 
monitoring missions in Donbas (Giardullo et al., 2019, pp. 135-137). It did not 
make the “Minsk process” a road that led to the resolution of the conflict in 
Ukraine. The negotiations continued for 8 years with the assumption that they 
would result in positive results for Ukraine’s territorial integrity and regional 
security. What happened instead is the opposite of those expectations. Finally, 
the OSCE mediation and the Minsk process were broken down by the Kremlin 
with the full-scale intervention in Ukraine and the launch of a new stage of the 
Russo — Ukrainian War on February 24, 2022. Even the staff of the OSCE SMM 
has suffered from the actions of the Russian occupational forces in the region 
under Russia’s attacks, as they were not spared from violence. 

These events mean that the OSCE currently remains a weak and ineffective 
10 regarding peacekeeping missions and the process of preventing, managing, 
and resolving conflicts. As Zellner rightly points out: 


Ideally, with its commitment to comprehensive, cooperative, equal, and 
indivisible security, it is well suited to addressing security questions of 
all kinds. However, the Organization has been politically sidelined and 
neglected to such a degree that the greater part of its agenda concerns 
peripheral issues, with delegations devoting most of their energy to 
minor battles among themselves. (Zellner, 2020, p. 33) 


In general, despite the very important role the oscE plays in dialogues involv- 
ing human rights, media freedom, the development of education, gender 
equality, monitoring elections, etc., it failed to be an effective international 
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organization, capable of preventing conflict, securing and guaranteeing peace, 
and making the countries that are the source of revisionism, aggression, or 
war accountable for their irresponsible and aggressive deeds. Thus, for now the 
future of the OSCE seems unclear. 


3.3 NATO: a Successful Survivor Despite Doubts 

Another type of international organization with authority in the Euro-Atlantic 
space is NATO. From the perspective of its development, NATO is much luckier 
compared to the OSCE. NATO came into existence as the Western countries’ 
collective response to the Soviet and communist threat. One must keep in 
mind that NATO was a kind of international alliance and military block that 
originated in the Cold War era and was conceived within a bipolar system. Sub- 
sequently, NATO served as a counterbalance to the UssR’s global domination 
claims with the core idea of disseminating the socialist revolution worldwide. 
NATO played a very important role in the Cold War era. Together with the War- 
saw Pact, they were polarized balancers of the very delicate equilibrium of the 
two superpowers, the USA and the uss, as well as their allies at that time. A 
turning point for NATO came after the collapse of the Communist Bloc, when 
Central Europe was undergoing a series of “velvet” revolutions, which liberated 
the region from communist regimes (Oztig, 2020, p. 2). When the USSR col- 
lapsed as well, the discussion about NATO’s mission and the sense of its very 
existence reached its momentum. 

The debates revolve around the key issue: Are there rational reasons for 
keeping up NATO’s existence anymore? (Shifrinson, 2020, pp. 344-345). The 
assumption that those reasons are no longer valid has been swept away with 
the stormy waves of the Yugoslavian crisis (Ejdus & Kovačević, 2019). Soon 
after this, any remaining doubts were quashed by open regional conflicts in the 
post-Soviet space. Finally, they were destroyed by the September uth terrorist 
attacks against the USA and others in some European states at the very begin- 
ning of the new millennium. These threats proved that proposals to dismiss 
NATO are premature and rather dangerous, both for the member states of the 
alliance as well as for the security system of the Euro-Atlantic area (Spohr & 
Hamilton, 2019, pp. 3-7). 

From that moment on, NATO evolved from a military block to a political alli- 
ance with new functions and competences. The alliance has undertaken a lot 
of effort to cooperate with former rivals and foes, for example, establishing the 
Partnership for Peace program. Despite some positive steps in the early 1990s, 
NATO enlargement to the east of Europe was soon perceived by the Kremlin 
as a direct threat to Russia’s national interests, security, and defense concerns 
(Kucharski, 2019, p. 2). 
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However, it is worth underlining that the new NATO member states from 
Central and Eastern Europe joined the Euro-Atlantic alliance of their own polit- 
ical will and with clear arguments in favor of such a choice. They feel insecure 
because of the threat of restoring Russia’s power, its pretense to dominate. The 
Kremlin claims of being an undisputed regional leader obsessed with the idea 
of regaining the status of a superpower once again by any means induce grow- 
ing fear in the region. The history of Estonia, Latvia, and Lithuania, as well as 
the experiences of many Central European countries, made them aware of the 
threat of Russian occupation and rule. These facts make NATO enlargement 
not an expansionist move but rather a fully justified reaction of the alliance 
toward growing revisionism, expansionism, and aggressive policy of Russia 
(Binnendijk & Priebe, 2019, pp. 1-2, 31-32). 

Debates originated because of NATO attempts to go out of the natural geo- 
graphical area of its responsibility. They concern not only NATO operations 
and missions to Yugoslavia, especially to Kosovo (Krivokapić, 2019). They also 
cover NATO missions to Libya. Operations against piracy also took place on the 
Indian Ocean near Somalia, and the long-standing mission of the alliance to 
Afghanistan. The Libyan mission was rather a failure after the dismissal and 
death of Qaddafi (Staack, 2018, pp. 1—12). NATO’s operation against piracy 
(Operation Ocean Shield) involved a coalition of partners and can be evalu- 
ated as more or less effective and timely. 

The most distanced NATO mission from the natural geographic area of its 
responsibility was its mission to Afghanistan. Obviously, despite all the efforts 
(Berdal, 2019), human lives, money, and other resources invested, that mission 
was a complete failure. One can speculate thatthe NATO mission to Afghanistan 
enforced the cooperation of member states, making it more animated and 
effective. The mechanism evoked because of that mission promoted solidarity 
and closer cooperation between NATO countries (Johnston, 2019, p. 12). 

Comparing the benefits of membership for allied states, NATO is an overtly 
beneficial 10 and military-political alliance for them. One example is the case 
of Turkey — Greece relations. It is evident that because of their NATO mem- 
bership, both countries have (to this point) avoided engaging in a direct con- 
frontation. Their interrelations remain tense, due to their disagreement on 
Cyprus and their dispute over territorial claims to some islands between them. 
Relations between Turkey and Greece today are closer to hostility rather than 
true partnership. Still, being loyal members of NATO, both countries under- 
stand their responsibilities and appreciate the benefits they receive from their 
membership in the alliance. Being responsible and loyal members of NATO 
is important to them both (despite some recent criticisms of the behavior of 
Turkey) (Goren, 2018). 
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Regarding the positions of new alliance members, especially from the for- 
mer Soviet countries and the whole socialist bloc, these countries (such as 
Estonia, Latvia, and Lithuania) significantly benefit from NATO membership. 
Otherwise, they would likely fall prey to Russian expansionism very quickly 
(Veebel & Ploom, 2019, pp. 5-7). Recent NATO activities regarding the Russo — 
Ukrainian War show that, as an international organization, the alliance sup- 
ports Ukraine. NATO membership has also urged some hesitant countries to 
be more active in their backing of Ukraine. The uneasy but still meaningful 
consensus of NATO countries helps it to be on guard and more effective (Klein 
et al., 2019). 

NATO acknowledges that Russia is a direct threat, with China as a second 
challenge. These realities mean the NATO reinforcement of vision on global 
security and threats originated as a reaction to other countries. The most dan- 
gerous one is Russia (Connable et al., 2020). Still, the rise of China as a geopo- 
litical actor may not be a direct threat (Nye, 2017), but rather a challenge for 
NATO solidarity and efficiency in the short term and for the foreseeable future. 

NATO has witnessed some internal tensions. Old problems with the USA’s 
centrality and tricky avoidance of military expenditure growth by other Euro- 
pean members (Koivula, 2021, pp. 145-147) led to the progressive weakness of 
those countries’ defensive capabilities, including the highly developed ones 
like France and Germany. 

Regarding the Russian political threat and the growing military pressure 
presently approaching the eastern and southern borders of NATO, the alliance 
has to be more active and consolidated. It needs to move forward with reform 
of the organization and attract new members. 

It would be reasonable to recall here the lesson of NATO’s Bucharest summit 
in 2008 (Staack, 2018, p. 7), where the leaders of France and Germany (Olech, 
2019, p. 4) — Nicolas Sarkozy and Angela Merkel, respectively — blocked the 
appeal of Georgia and Ukraine to enter NATO and to set up instead an action 
plan to eventually give them NATO membership. They argued that they did 
not want to see Georgia and Ukraine as new NATO members because they did 
not want to irritate Vladimir Putin, the leader of Russia. What followed that 
public statement? Russia’s invasion of Georgia started the same year. Russia, 
for the first time in its modern history, openly used its military forces against 
an independent state, which was Russia’s partner not only in the UN and in the 
OSCE, but also in the Commonwealth of Independent States (Georgia quit the 
organization in 2009). This example also presents an unwise solution against 
the necessity of fortifying NATO solidarity. To some extent, this was the move 
that inspired some to suspect these leaders of pro-Russian feelings or, even 
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worse, of being disposed to defending Russia’s interests for unclear reasons 
rather than the national interests of their own countries. 

After the new stage of the Russo — Ukrainian War in 2022, NATO must 
reconsider its strategy regarding Russia and new prospective members from 
the former USSR. It is very positive that NATO promptly reacted to the appeal 
for membership from Finland and Sweden. This was a right and timely move 
which makes NATO stronger. Both countries, with their long histories of 
neutrality, will be protected by the alliance’s collective force when their appli- 
cations are accepted. NATO solidarity has in any case been confirmed. The new 
members could join soon, despite reservations expressed by President Recep 
Tayyip Erdogan of Turkey (another NATO member) against the membership 
of these two countries because of their political backing of Turkish dissidents 
(Kurds, etc.). Notwithstanding that diplomatic turmoil, NATO found a way for 
a principal solution and both countries were accepted as new members unani- 
mously. The only problem that remains is the ratification of the protocols by 
all the NATO member states, although hopes exist that the necessary steps can 
be completed without delay. 

Regarding the conditions of the ongoing Russo — Ukrainian War, some pri- 
orities of NATO are visible, namely the containment and clear-cut repulsion 
of Russian aggression, revisionism, and retro-imperial policy. NATO needs to 
elaborate a new affirmative strategy and implement it as soon as possible. It 
should be a new efficient policy, enhancing its military and administrative 
capacity to act faster and stronger and to be as united as ever, securing their 
borders against existing and potentially emerging threats. 


4 The Council of Europe's Role in Dealing with Instability 


The Council of Europe (CoE) is one of the oldest post-Yalta European organiza- 
tions. It became an active promoter of closer cooperation and a generator of 
solidarity among the European states by sharing the same values of democracy, 
rule of law, human rights, and respect for other principles of modern demo- 
cratic lawful states (Brummer, 2012). The 1990s were a successful period for the 
CoE’s ideals as many post-communist countries in Europe strived for mem- 
bership. Practically all the countries of the former Communist bloc, includ- 
ing new independent European countries of the former USSR, applied for CoE 
membership. The inclusion of, for example, Russia, Ukraine, Moldova, and the 
Baltic states into the framework of the CoE promised a new era of peaceful and 
democratic Europe. 
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The value of the CoE as a gate toward the EU also played an impor- 
tant role. Therefore, the CoE’s standards, norms, legislation, protocols, and 
other regulations made those countries’ move toward democratic transition 
smoother and easier. The establishment of newly elected institutions, shaping 
the traditions of a judiciary addressed to the people, their needs and claims, 
were realized successfully. It was helpful in the promotion of the new stand- 
ards of education, respect for cultural diversity, and fruitful coexistence and 
cooperation of different racial, ethnic, and religious communities and indi- 
viduals. All of them are valuable contributions of that 10 into the creation and 
accessibility of regional and global public goods. The 1990s, after the end of 
the Cold War, seemed to be a very constructive period in the contemporary 
history of the CoE (Stivachtis & Habegger, 2011). The moral repute and political 
authority of the organization was praised and respected practically by all the 
member countries. 

Still the first abruption of this promising trend happened in Belarus with 
the election to the presidency of Alexander Lukashenko, when a rapid trans- 
formation took place from a very fragile and weak democratic institution to an 
authoritarian regime (Sahm, 2010). The process of acquiring membership to 
the CoE for Belarus was discontinued. It was a failure on the way towards the 
pan-European political homogeneity of a democratic transition. 

However, this is not the only exception, as other setbacks in post-Yugoslavian 
countries emerged. The authoritarianism of President Franjo Tudman in Croa- 
tia or problems with democracy in Bulgaria were obstacles as well. Even the 
recent spread of populism over Europe also shook and challenged democ- 
racy globally (Acharya, 2017, pp. 274-275). Again, the very concept of “illiberal 
democracy,” which has been shared and propagated by the leading political 
forces in Hungary and Poland, emerged as a new challenge. All these events 
bring in political instability and threat cohesion inside the CoE. 

The most significant impact on the CoE’s efficiency and legitimacy was 
Putin’s Russia’s revisionism and expansionism. The need for a solution to 
the conflicts in the post-Soviet territory (wars in Georgia and in Ukraine) has 
complicated the organization’s mission. The member states’ positions were 
divided by their stances regarding Russia’s behavior in the post-Soviet space. 
The outlook on all-European security issues and responsibility for maintaining 
peace were different too (Gawrich, 2017). While hard security issues are not 
the direct responsibility of the CoE, soft security is part of the organizations’ 
responsibility. 

Moreover, when the organization had been established, it neglected the 
issue of any means of war being acceptable and tolerated. The 10 itself is 
rather a consequence, the instrument of preventing and resolving conflicts 


INTERNATIONAL ORGANIZATIONS AND GLOBAL SECURITY CHALLENGES 73 


which were recognized as the reasons for war after the terrible experience of 
the two world wars in Europe. Therefore, Russia’s stances toward the European 
standards of international relations, respect for countries’ sovereignty, their 
free choice, their vision of the future, and their way towards the full develop- 
ment of democracy, contradict all of them. The CoE should have played a much 
more active role in resolving conflicts in the post-Soviet space much earlier. 

On the contrary, the members of the CoE have been disoriented and 
divided regarding Russia’s aggressive actions. A particularly dangerous fact is 
that Russia tried to corrupt the CoE by blackmailing it with its financial con- 
tribution and by seducing some member states with different manipulations 
in recent years. The fact that some politicians in the CoE and some of the 
member states’ leaders tacitly accepted Russia’s offer, turning blind eye to 
reality, deserves public criticism. In principle, these actions come close to 
agreeing with Russia’s annexation of Crimea and with its role in the conflict 
in Donbas. Russia’s propagandistic rhetoric and arguments that there is a civil 
war in Ukraine and Russia was not a part of the conflict (Malksoo, 2018, p. 7) 
were-tolerated by the leadership of the CoE institutions (Committee of Min- 
isters, Parliament, Assembly and to a lesser extent by the Council of Local and 
Regional Authorities). This fact makes that situation alarming. This indispensa- 
ble 10, which oversees security and promotion of the high standards of democ- 
racy, rule of law, and peaceful cooperation in Europe, tacitly operated in an 
informal agreement with Russia, an offender, and an aggressive state. Russian 
policies made the situation all around the post-Soviet space dangerous and 
moved toward full war escalation in Ukraine. Simultaneously, the Kremlin con- 
tinues its intent to make Europe disunited and weak (Karlsen, 2019, pp. 7-12). 

The CoE overtly failed at preventing the aggravation of the war in Ukraine 
and changing Russia’s political behavior. Finally, right after February 24, 2022, 
the CoE unanimously expelled Russia from the organization. At the same time, 
Russia tried to “save face” by making a gesture of withdrawing from the 10 by 
its own choice. First, that break is pitiful for ordinary Russians. For instance, 
membership in the CoE excluded the use of the death penalty in its member 
states. It also ensured certain control over elections and the applicability of the 
Human Rights Court. All of that now seemed to be out in Russia’s case, with 
long-lasting negative consequences for the prospect of democracy and the rule 
of law in Russia the future (Oxford Analytica, 2022). At the same time, Russia’s 
membership is incompatible with the foundations of the CoE. The member- 
ship of the country that openly undermines the basic principles of the CoE, 
such as European tolerance, responsibility, cooperation, and solidarity, is not 
acceptable. So far, it is a timely (or maybe belated) and right decision to expel 
Russia from the CoE (Leach, 2022). 
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The CoE must learn principal lessons from the cases of Belarus and Russia 
and try its best to secure Europe as a space of democracy, the rule of law, peace, 
and solidarity. This is a crossroad in the history of the CoE, on which the direc- 
tion of its future perspective will depend. 


5 The EU’s Evolution from an Ever-Closer Union to an Influential 
Geopolitical Actor 


On the European Communities’ way to the signing of the Maastricht Treaty 
and ratification by European leaders, there were continuous discussions cen- 
tered on security issues. They included an increase of the EU’s role and position 
toward regional and global security and its responsibility before the member 
states. The EU promoted the idea of a political union in charge of the common 
foreign and defense policy of the member states. These ideas were laid down 
as one of the three new pillars built up in the Maastricht Treaty. At the same 
time, that pillar comprised the idea and mechanism of intergovernmentalism 
rather than supranationalism regarding security and foreign policymaking. 
Therefore, these innovations spark further discussions about some issues, 
including the extent to which the EU has to develop a capacity to be an inter- 
national actor in the field of foreign and security policy. What kind of guaran- 
tees and obligations should it undertake regarding member states? To what 
extent should it provide an elaborated institutional and legal mechanism of 
their interaction in those affairs? The willingness and readiness of the EU 
members to share out those most sensible and considerable responsibilities 
and delegate their sovereign rights to the supranational level of governance 
have been very limited. So far, the dominant role of intergovernmentalism 
and the exclusive position of the European Council in its Common Foreign 
and Security Policy (CFSP) emerged as a kind of compromise. It combines the 
necessity to back up the political union with some new responsibilities and 
competencies in the sphere of international policies and politics, and to fully 
secure the sovereign rights of the member states to define and to run those 
policies in the future. 


51 The EU as a Global Actor: Its Strengths and Weaknesses 

The Lisbon Treaty brought about important and beneficial legal institutional 
changes, thus enhancing the very capacity of the EU to act in a more con- 
solidated way and be united in the face of various tasks of international policy 
and politics. The intergovernmental mechanism of decision-making prevails 
in the crsp, and it limits the ability of the EU to advance as an important 
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international player and an influential geopolitical actor. Simultaneously, it 
poses an obstacle and hampers setting up proactive strategies by the EU regard- 
ing global issues like the North/South division, the common efforts in fighting 
poverty, overcoming the post-colonial burden, etc. Those issues, intrinsically 
related to public goods, were recognized by the EU as a part of joint responsi- 
bility of the member states and the Union in general. In addition, the problems 
of uncontrolled, illegal migration affected the EU policy and relations with its 
neighbors (Sójka & Klasa, 2021, pp. 1611-1614), especially Northern African and 
Asian countries. The EU demonstrates often that it is concerned with resolving 
those issues. Looking at the process of their resolution, one can agree that the 
EU plays a very important global role and should be recognized as a principal 
contributor to the solution for crucial global problems such as poverty, lack of 
resources and support for the developing countries, the fight against organ- 
ized crime, and so forth (Petkov & Krastev, 2018). The EU’s reaction to climate 
change also earned praise for its active stance as the most devoted advocate of 
the concerted efforts of the international community. 

However, while dealing with some hard military and security threats, the EU 
is less successful. Sometimes it has failed to find an appropriate solution and 
adequate compromise among the member states. For instance, wars in former 
Yugoslavia seemed to be a certain failure of Brussels regarding the breakdown 
of that country. The key reason is in the different positions of the member 
states in search of a better way to resolve those conflicts. The decisive role was 
given away by the EU in favor of the USA and some other international organi- 
zations, while it was primarily the EU whose member states (including Italy, 
Austria, and Germany) were the most affected by the consequences of those 
conflicts. They had to deal with flows of refugees, criminals, and other com- 
plications at the time and after the Yugoslav Wars. The EU did not face those 
challenges successfully. 

Some other attempts at making the EU more consolidated regarding secu- 
rity issues appear to have finally failed. The EU hesitates a lot at times when 
discussing the USA’s leadership in the areas of responsibility of the two impor- 
tant international organizations: NATO and the EU in Europe. Finally, the dis- 
cussions have been closed with a compromise. Overlapping membership in 
organizations as well as the different concerns and visions of the European 
security and global agenda of conflict prevention contributed to a certain kind 
of redistribution of powers and competencies among NATO and the EU. So 
far, NATO remains the most important contributor to the hard security issues, 
but the EU concentrates mainly on the soft security agenda, including fighting 
against terrorism (Efrat et al., 2021), the illegal trade of weaponry, the preven- 
tion and resolution of regional and subregional conflicts, etc. (Bartnik, 2021, 
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pp. u-16). That compromise was reached at the end of the 1990s. It serves as a 
vantage point for drafting and implementing other attempts to make the EU a 
true global actor. 

In the end, it makes sense to touch upon the problems of the EU aiming to 
reform itself. The debates are also framed with the most difficult dilemma: the 
choice in favor of its further enlargement or preference to solidify cohesion 
inside the EU. Both options are related to the EU prospect to be stronger and 
expansive in its activities. The failure of the constitutional process in the EU 
undermined the capacity of the Union to transform the integrational commu- 
nity into a more effective and well managed one. The proverbial characteristic 
of the EU as “an economic giant and political dwarf” reflects a widespread 
reaction to that paradox. The EU is acquiring more prominence, importance, 
and influence as an economic power. Still, it remains incompatible, less visible 
and prominent as a global political power. That situation raises a legitimate 
question about its governability, especially on security issues (Sperling & 
Webber, 2019). 

A series of consecutive crises that affected the EU and the member states 
in recent decades was a test to the EU’s powerfulness and proactive policy 
(Kinnvall et al., 2018, pp. 249-250). The economic crisis in 2008, the refugee cri- 
sis in 2011, the Ukrainian crisis since 2014, and Brexit after that. Optimistically, 
these challenges did not signify the end of the EU, of the European integration 
process, nor of the political union perspective. However, they have uncovered 
too many loopholes and weaknesses in the organization up to now (Kalniete & 
Pildegovi¢s, 2021, pp. 23-25). 


5.2 The Eastern Partnership as a Test for the EU Actors 

The very complicated nature of the European Union as a unique combination 
of an international organization, a confederation, and a federation, but not a 
state per se, makes the analysis of the EU’s capacity to be a geopolitical actor 
a very difficult task. The external environment for the EU is growing more 
complicated. Since 2014, the EU has faced growing tensions with Russia. To its 
own surprise, it also discovered Russia’s foreign policy on the eve of the Vilnius 
summit of the Eastern Partnership (EaP). Russia’s perception of the Eastern 
Partnership, inaugurated in Prague in 2008 as a new program of the EU, made 
the Union optimistic before that time. EaP corresponds not only to the Union’s 
vision on the Eastern European dimension of the EU’s foreign and security 
policy. It also answers the appeals of European countries of the post-Soviet 
region (Crombois, 2019, pp. 90-91). This initiative was modest as to goal setting 
and limited with incentives and resources attained (Latoszek & Ktos, 2016). It 
did not correspond fully with the initial, much more ambitious ideals of the 
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EaP initiators, Sweden and Poland (Latoszek & Ktos, 2016), which framed the 
program as a kind of new open window of opportunities for aspiring countries 
who looked at the EU as a strategic partner, the most important ally and the 
closest neighbor. Three countries announced at that time that they were look- 
ing for future EU membership (Ukraine, Moldova, and Georgia, in chronologi- 
cal order). 

The Eastern Partnership did not threaten Russia’s security. Nonetheless, the 
Kremlin reacted as though it perceived these steps as a competition and an 
unacceptable challenge for Russia. Moscow initiated a full-fledged operation of 
threatening these countries with growing economic pressure, political intimi- 
dation, and, finally, open military attack. Before the Vilnius summit of 2013, 
it was expected that Ukraine, Armenia, Georgia, and Moldova would likely 
sign association agreements with the EU. However, drawbacks to this pros- 
pect emerged quickly. First, Armenia deserted the camp of the pro-European 
countries of the Eastern Partnership in favor of the Customs Union (nowadays, 
the Euro-Asian Union, led by Russia). Next, Ukraine faced the attempt of the 
government of President Viktor Yanukovych to block the European integra- 
tion course of the country, withdrawing the obligation to sign the Association 
Agreement. Finally, only Georgia and Moldova signed the Agreement in 2013. 
All of this meant that it was a turning point for the geopolitical situation in the 
post-Soviet region (Kruglashov, 2020). Later on, the annexation of the Crimea 
by Russia, the war in Donbas, and the current so-called Ukrainian crisis have 
made Russia and the EU no longer strategic partners, as they had officially 
declared themselves years before. Instead, they are increasingly competitors in 
the geopolitical arena, full of suspicions and distrust. From February 24, 2022, 
onwards, almost nobody in the EU treats Russia as a reliable partner or even 
as a partner at all. Russia is now a principal challenger to the European order, 
European law, and the European value system. On the one hand, the EU is 
helping Ukraine in sustaining its statehood and defending its sovereignty in 
the face of the Russian aggression. This position and actions of the EU are 
very important and should be appreciated. On the other hand, the latest events 
of 2022 have illustrated major systemic problems in the EU. For example, the 
problem of the very slow policymaking process and the deficit of its internal 
cohesion (Juncos & Blockmans, 2018, pp. 136-138). 

Furthermore, a group of so-called “Putin friends” remain a true obstacle to 
recognizing what the Russian regime in fact is, and what authoritarianism and 
neototalitarianism in Russia, Belarus, and some other post-Soviet countries 
means for the EU countries. 

Under these circumstances, today the EU must reconsider its strategies 
and policymaking procedures to reinforce institutional capacity and the role 
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of a united Europe in the region and worldwide vis-a-vis external and inter- 
nal security challenges (Sperlea, 2019). Without this introspection, the EU 
will face many more serious and tragic moments in its development. At pre- 
sent, this process has become more apparent in the EU reforms and changes 
of policymaking procedures. It is a positive development that by supporting 
Ukraine and Moldova as the frontline states of Russian aggression, the EU tries 
to rethink its foundations, safeguard its values, and enhance the cooperation 
mechanisms between the member states. 

Georgia, Moldova, and Ukraine applied for EU candidate status, which two 
of them were granted on 23 June, 2023, with the prospect of future member- 
ship. Certainly, this political solution has been colored with a lot of reserva- 
tions and discussions. Still, it is very important that the EU recognizes both 
countries as their prospective members. That decision opens a new stage of 
their relations with the EU and ensures another vision of the EU regarding the 
Eastern European flank and the dimension of the EU’s foreign and security 
policy. 

Hopefully, the tough lessons learned in 2008, 2014, and especially in 2022 
will be very carefully analyzed by the EU and the member states’ leaders. The 
EU must be much more engaged in the resolution of existing and predictable 
conflicts, stimulating the member states’ preparedness toward any aggressive 
action. It also has to strengthen the ability of the EU to be proactive and to 
guarantee all member states due protection in the sense of common secu- 
rity. Together they must be vigorous promoters of peace deals in the agenda 
of cooperation, prevention, and resolution of conflicts. Their responsibility in 
Europe and worldwide will grow substantially because all currents of global 
politics are of an urgent character. They should not be left unattended and 
postponed for further hesitation and political procrastination. 


6 Conclusions 


The global community is facing a situation of fearsome uncertainty, with real 
possibilities that the Yalta system (as a modernized continuation of the post- 
Westphalia system) may finally break down and fall apart. The international 
relations system is much closer to anarchy, rude competition, and war than 
ever in recent decades — it might even be defined as a “Hobbesian world” 
(Keohane, 2003 pp. 65-69). It can be observed that many of the international 
organizations are founded and claim to be proper instruments or mechanisms 
for securing peaceful conditions of member states’ existence and perspec- 
tives. They are critically important for securing peace and cooperation, thus 
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to be promoters and safeguards of public goods. The resolution and preven- 
tion of conflicts and the exclusion of war from the international relations 
arsenal are on the global agenda. Unfortunately, none of them except the 
relations inside 10s such as NATO and the EU are successful in realizing 
their statutory principles, goals, and tasks, which were the reasons and the 
rationale for establishing those organizations. Remedies to the weaknesses 
of the global community architecture are to be invented. Therefore, there is 
an urgent need to reform the international organizations, starting from the 
UN, then followed by the oscE, and concluding with such important regional 
organizations as the CoE. 

For various reasons, the EU and NATO are the leaders and proposers of 
advocating such reforms. Those reforms require some sacrifices for the self- 
interest of their member states to reach stable, predictable, and guaranteed 
peaceful conditions and resolution of conflicts in the European, Euro-Atlantic, 
and Euro-Asian spaces. They should lead the international community towards 
restoring the rule of law for all global actors worldwide. 

Globally, the UN must be reformed to be unquestionably and effectively 
democratic, open to the member states’ legitimate requests, and equitable 
regarding the member states’ security, development, and concerns. This is a 
big problem and a true challenge. Yet, this is the best way to be an effective 
convener of the international organizations, political leaders, and the global 
community in general. 
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CHAPTER 4 


The Role of International Organizations in Global 
Migration Governance: Sustainable Development 
as a Strategy for Extending Global Public Goods 


Leiza Brumat, Diego Caballero Vélez and Marta Pachocka 


1 Introduction 


This chapter explores how and why sustainable development (sD) is used 
by international organizations (10s) as a strategy for boosting international 
cooperation on migration, increasing the likelihood of providing global public 
goods (GPGs). Global public goods and institutional approaches have acknowl- 
edged that international governance institutions help to overcome collective 
action problems (Coleman 1988; Ostrom, 1990; Putnam, 1993). Following this 
argument, we show that 10s deliberately seek to strengthen cooperation on 
migration by including fragmented issues related to human mobility in other 
policy areas. This is a strategy for overcoming the absence of a comprehensive 
international migration regime. 

The literature on GPGs demonstrates that the convergence of states’ prefer- 
ences in a certain policy area is crucial for the provision of such goods and that 
this eventually leads to more robust forms of global governance (Kok et al., 
2011; Olson, 1965). 10s play a key role in the provision of GPGs because they 
facilitate cooperation among states by increasing access to information and by 
providing “technical” and more “neutral” expertise (Martin & Simmons, 1998). 
The expert and “neutral” role played by 10s, in turn, helps to overcome the 
reluctance to cooperation and finding common interests. 

The literature on global migration governance has argued that some types of 
governance can have public goods characteristics. This means that the existence 
of common norms, rules, and procedures in certain policy areas can produce 
non-excludable and non-rivalrous benefits (Betts, 201; Chand & Markowski, 
2018; Hollifield, 2012; Suhrke, 1998). However, there are different classifications 
of the diverse “types” of migration governance through the public goods the- 
ory. We build from Betts (2003), Suhrke (1998), and Thielemann (2013) to argue 
that refugee protection is a global public good because granting international 
protection to refugees has benefits for all states, even for those that do not 
provide this protection. This approach helps us to better understand how and 
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why the United Nations (UN) Sustainable Development Goals (SDGs) are stra- 
tegically “used” by 10s to implement refugee governance policies at the global 
level. The UN sDGs are a global framework for governance that is perceived 
as legitimate by the international community and whose benefits could have 
global reach, contributing to the development of GPGs. 

The implementation of the refugee protection regime results in benefits 
and costs for states. The costs can reduce the complementarity of states’ inter- 
ests (Betts, 2011; Chand & Markowski, 2018; Hollifield, 2012; Suhrke 1998). States 
follow the calculations and measurements of the potential benefits, as well as 
the costs of providing protection to forcibly displaced persons. Many times, 
these calculations may result in states’ preferences against international coop- 
eration. In addition to this, the adoption and implementation of international 
regimes for human mobility have a significant impact on states’ sovereignty, 
and for this reason, states have historically been reluctant to cooperate and 
to adopt global-level agreements in this agenda (Betts, 201; Geiger & Pécoud, 
2014). However, by agreeing on a common set of standards, the sDGs establish 
some basic international norms for human mobility. How and why did states 
agree on adopting these global-level norms on human mobility? What is the 
role that 10s have played in this process? 

It has been widely acknowledged that in the 2030 SDG Agenda, migration 
is fragmented and referred to in several areas (Crush, 2019; Guild, 2021; Piper, 
2017). This is because, given states’ reluctance to include one goal on migration, 
10s have included migration in several sDG s. The primary goal of this strategy 
is to broaden the opportunities for cooperation in the highly contested area 
of global governance, where the convergence of preferences is usually low. By 
shedding light on the role of 10s in including migration in the SDG agenda, we 
make two main contributions. First, we expand the literature on global migra- 
tion governance and on the role of 10s by showing how and why these organi- 
zations seek to enhance such global governance as a way of strengthening the 
fragmented global migration regime as a global public good. Second, we con- 
tribute to the debates on international cooperation and the spGs by looking at 
the migration agenda. 

This chapter is divided into three main sections. In the first one, we 
explain the crucial role played by 10s in the production of GPGs in the area 
of migration. In Section 2, building from collective action and constructivist 
theories, we address how the development and provision of GPGs works in 
highly contested policy areas such as migration. Section 2 begins by explaining 
the main characteristics of global migration governance, i.e., its fragmentation 
and overlaps, overlaps and states’ unwillingness to cooperate in the area. 
In relation to this, Section 2.1 suggests that refugee protection can be seen as 
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an impure global public good. Section 3 shows the way in which migration 
was included in the UN spc Agenda and then provides two empirical exam- 
ples that illustrate how and why two 10s, the United Nations High Commis- 
sioner for Refugees (UNHCR) and the European Union (EU), strategically use 
the SDGs to enhance cooperation on migration and asylum as they seek to 
improve the provision of global and regional public goods. We conclude with a 
summary of the key findings and propose future lines of research. 


2 The Role of 10s in the Provision of GPGs in Highly Contested 
Policy Areas 


The scholarship on international cooperation identifies the provision of GPGs 
and the costs and benefits that arise from them as comprising a core element 
for understanding states’ motivations to engage in international cooperation 
(see Kaul et al., 1999; Kaul et al., 2003). Collective action failure is more likely to 
happen in highly contested policy areas. For instance, it is frequently the case 
that in the area of environmental protection, domestic interests such as eco- 
nomic protectionism prevail, and collective action fails. As we explain below, 
this is also the case in migration. International cooperation and successful col- 
lective action in highly contested areas is more likely to happen when certain 
domestic and international factors combine. On the domestic side, states may 
choose to cooperate and seek solutions at the international level when they 
fail to provide public goods at the national level (Betts, 2009; Caballero Vélez 
& Pachocka 2021; Kaul et al., 2003). On the international side, 10s can be key 
agents for the promotion of international cooperation and for achieving suc- 
cessful collective action. 10s, which are actors with a relatively high degree 
of autonomy and legitimacy in their areas of expertise, manage the agenda, 
adoption, and provision of GPGs, and states ultimately collaborate with such 
provision. 

In this analysis, we consider that public goods are socially constructed and, 
consequently, their costs and benefits are perceived by states and constrained 
by institutions (see Betts, 2009; Roberts, 2017, 2019; March and Olsen, 1989). In 
other words, the identification of a public good as such is a political decision 
and its provision at the international level depends on the implementation of 
rules set by the specific international policy regime in a certain policy area. 
States are more likely to provide GPGs if the perceived utility gained from the 
public good is high (Roberts, 2019). Conversely, if states’ perceived utility is low, 
there probably will be an underprovision of GPGs. The divergent preferences 
for the provision of a public good may lead to a lack of consensus on a certain 
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issue and this eventually results in the fragmentation of the issue and in the 
underprovision of the public good in question (Kok et al., 20n, p. 16). As we 
explain in this chapter, this is what happens in the case of migration, which, 
due to its transnational nature, can be addressed from a global public goods 
perspective. 

GPGs are goods whose effects go beyond state borders. They provide non- 
rivalrous and non-excludable benefits to citizens of more than two countries 
and in more than two different world regions. The costs and benefits produced 
by GPGs can spill over transnationally and can have effects at the global level 
(Sandler, 2006). With their “technical” and more “neutral” expertise, 10s are 
key in “transnationalizing” public goods, particularly in a highly contested area 
such as migration. One example of this is the set of international security stand- 
ards for travel documents (passports). After these standards were adopted, 10s 
assisted many developing countries in complying with the new security meas- 
ures and, in turn, this assistance resulted in these countries expanding their 
capacities for issuing travel documents, which ultimately contributed to facili- 
tating human mobility worldwide (see Andrijasevic & Walters, 2010). 

The spGs can be conceptualized as GPGs due to the global reach of their 
potential benefits (Huck, 2021; Estevaeordal & Goodman, 2017). The SDGs are 
a set of objectives that, together, provide a policy framework for governance 
actors to achieve a more sustainable future and cope with global challenges 
(Huck, 2021). Their wide acceptance by the international community and the 
key role of 10s in their implementation provides them with legitimacy and a 
normative dimension. Indeed, some 10s, such as UN specialized agencies with 
specific expertise, have the role of “custodian” agencies of certain sDGs. In the 
fields of migration and refugees, these agencies are the International Organiza- 
tion for Migration (10M) and the UNHCR. However, it is also the case for some 
highly institutionalized 10s with a strong regional reach, such as the European 
Union (EU), which develops its own sustainable development and migration 
political agendas and corresponding sectoral policies. In addition, conceptual- 
izing the SDGs as GPGs allows for a better measurement of the impact of the 
policy framework adopted by 10s (Huck, 2021). As we expand on this concept 
below, these aspects are crucial in migration and displacement, where disa- 
greements are frequent and collective action is rare. 


3 Global Migration Governance and the Production of Public Goods 


Governance is both a structure and a process (Bérzel, 2016; Levi-Faur, 2012). 
Governance structures are the formal and informal institutions and the actor 
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constellations that govern an issue area. Institutions are norms, rules, and pro- 
cedures aimed at the provision of collective (public) goods and common rules 
(Bérzel & Van Hüllen, 2015, p. 5). Governance processes consist of the interac- 
tion between the actors who design governance institutions. The dynamics of 
these interactions are shaped by, but also contribute to, shaping actors’ choices 
and preferences (Bérzel, 2016; Levi-Faur, 2012, p. 7). Governance structures 
and processes are inherently linked because institutions constitute arenas for 
social coordination and interaction and promote specific modes of coordina- 
tion (Borzel, 2016). The governance concept addresses the processes of gov- 
erning “beyond the state” that can occur at a transnational level and can have 
effects at the global, national, regional, and local levels (Geddes, 2021). Indeed, 
“global” governance is defined not by the level of government but by the effects 
that governance institutions and processes have on the behavior of states and 
other transnational actors (Betts 2011, p. 4). Global migration governance does 
not only happen in international forums, such as UN summits, it can also 
happen and have effects on people's daily lives by, for example, expanding or 
constraining their opportunities for obtaining a regular migratory status in a 
foreign country. For these reasons, “regional” governance is a form of global 
governance (Brumat et al., 2021). This definition highlights the importance of 
the structural relations between states, institutions and non-political actors in 
the governance of international migration. 

At the global level, there is no international migration regime, no single insti- 
tutionalized framework that regulates states’ responses to human mobility. This 
means that states retain a significant degree of autonomy in determining their 
migration political agendas and corresponding public policies. Global migra- 
tion governance is characterized by overlapping and fragmented legislation 
and regimes with different degrees of institutionalization that regulate diverse 
aspects of migration and different “types” of mobile populations (Hollifield, 
2012; Geddes, 2021). The overlapping and fragmented character of global 
migration governance has powerful effects on individuals’ access to rights and 
mobility (Mau et al., 2012) because these overlapping norms basically create 
“categories” of persons who have differential access to mobility rights, as dif- 
ferent groups of individuals (Cresswell, 2010). For example, there are different 
mobility rights for “forced” and “voluntary” migrants, and among these, there 
are many categories, including students and highly qualified workers, but there 
are also different mobility rights for family members of non-nationals residing 
in states other than their native one and at the same time, there are different 
definitions of family (see Geddes et al., 2020). This fragmentation and over- 
lap, as well as the lack of an all-encompassing “global migration regime,” act 
as incentives for promoting ad hoc cooperation and preventing states from 
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achieving wider common consensus. Another example of this fragmentation 
is so-called environmentally induced migration, which is not regulated in 
any multilateral norm within the fragmented international migration regime. 
There is a general consensus that the number of environmental migrants is 
increasing and will continue to grow yearly (Pachocka & Sobczak-Szelc, 2018). 
However, there is no precise global estimate of the number of people affected 
and no consensus on forecasts in this regard. 

There are several explanations for the reluctance to cooperate and to agree 
on a more comprehensive global migration regime. One of these explanations 
affirms that states’ interests are non-complementary because most interna- 
tional migrants reside in Global North countries, so the adoption of global 
standards has a larger effect on a small number of more developed countries 
(Pécoud, 2021). Other explanations point at nationalist tendencies (Triandafyl- 
lidou, 2021) and sovereignty concerns (Newland, 2010) and yet others focus 
on the reliance of informal workers with low wages in a large sector of the 
economy (Pécoud, 2021). 

For the purposes of this analysis, we assert that the combination of the wide 
range of states’ interests, ideas. and cost/benefit perceptions about each differ- 
ent “type” of migration results in fragmentation of global migration governance. 


3.1 Refugee Protection as an Impure Public Good 

It has been argued that the (fragmented) global migration governance struc- 
tures have public goods characteristics (Betts, 201; Chand & Markowski, 2018; 
Hollifield, 2012; Suhrke, 1998). Following this argument, some scholars have 
initiated a heuristic framework based on the innate economic properties of 
public goods (their publicness or cost-benefit calculus) of the different “types” 
of migration (see Betts, 201; Suhrke, 1998; Thielemann, 2018). Betts (2011) 
identifies the existing global regimes that address different migration “types” 
and classifies them as specific public goods. These migration types are refugee 
migration as a public good, irregular and low-skilled migration as a club good, 
and high-skilled labor migration as a private good. 

According to Betts (201), refugee governance can be seen as a public good, 
meaning that states can receive non-excludable and non-rivalrous benefits 
from developing common norms and standards in this area of governance. 
However, it also means that the free-riding problem may emerge. By irregu- 
lar and low-skilled migration governance being a “club good,’ Betts means 
that the benefits emerging from collective action are non-rivalrous but can be 
excludable. For example, high-skilled migration governance has excludable 
and rivalrous benefits for the states that host high-skilled migrants in their ter- 
ritories because, in this case, states perceive private benefits from high-skilled 
migration (Betts, 2011). 
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Surhke’s seminal article (1998) showed the public nature of refugee pro- 
tection. Following her argument, states face a double dilemma in situations 
of massive displacement crises: on the one hand, states are willing to accept 
refugees for moral/humanitarian reasons but, on the other hand, they seek 
to reduce the security costs of receiving them into their territories. Further 
developing this humanitarian-security dichotomy, scholars have identified 
other benefits such as prestige (Barbou des Places & Deffains, 2003), politi- 
cal stability (Thielemann, 2018) and security (Thielemann & Dewan, 2006). 
The mentioned benefits can be non-rivalrous because, when a country pro- 
vides refugee protection to a certain group, spillover to other countries persists 
(Thielemann, 2018). 

Another important characteristic of refugee protection as a public good is 
the free-riding question (Thielemann & Dewan, 2006). If one state relocates 
refugees to its territory, other states may perceive benefits from that, with- 
out contributing to refugee protection. In migration and refugee protection, 
in particular, non-cooperation and collective action failure are quite frequent 
because, as stated above, states’ preferences in the area are often divergent. 
The free-riding problem raises the question of the degree of publicness of 
refugee protection because the provision of refugee protection by one state 
may generate excludable benefits for others (see Betts 2003). The degree of 
publicness is also related to the degree of pureness of refugee protection. 
“Pure” public goods are unusual because most public goods generate private 
benefits (Sandler, 1977), so impure public goods partially satisfy one or both of 
the primary public goods characteristics (non-rivalry and non-excludability). 
In recent years, scholars have investigated the impure public nature of refu- 
gee protection. These investigations conclude with the fact that from granting 
refugee protection, partial excludable and rivalrous benefits may emanate (see 
Betts, 2003; Roper & Barria, 2010; Thielemann & El-Enany, 2010). Refugee pro- 
tection is an impure good because it confers private benefits (Caballero Vélez 
& Pachocka, 2021, p. 6). This happens because the different “degrees of public- 
ness” generate multiple benefits for different states. For instance, some states 
that provide humanitarian protection to refugees receive some private bene- 
fits, such as international prestige and economic growth. These partial benefits 
are excludable to the states that grant the status of refugees. 


4 Global Migration in the 2030 UN Agenda 
Many studies have addressed the relationship between migration and the SDGs, 


and a large part of this literature has acknowledged the relative “absence” and 
the marginalization of migration as an SDG (Guild, 2021; Pécoud, 2021; Crush, 
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2019; Piper, 2017; Sivakumar & Rajan, 2022). There is one goal that is directly 
related to migration: Goal 10.7 calls for the facilitation of “orderly, safe, regu- 
lar and responsible migration and mobility of people, including through the 
implementation of well-managed migration policies.” As noted by Guild (2021, 
p. 358), SDG 10 is aimed at the reduction of inequality within and among coun- 
tries and, in that context, goal 10.7 is “something of an outlier” in SDG 10. This 
goal was admittedly a response to the 10M’s requests (Ashutosh & Mountz, 
2011). SDG 10 also served as a basis for the 2016 New York Declaration that even- 
tually led to the adoption of the two global compacts, the Global Compact for 
Migration (GCM) (UNHCR, 2022a) and the Global Compact on Refugees (GCR) 
(UNHCR, 2022b), in 2018. Harrington (2019) stresses that global governance 
mechanisms and 10s, in particular, are “at the heart” of SDG 10, as enshrined 
in Goal 10.6, which calls for international institutions to “ensure enhanced rep- 
resentation and voice for developing countries in decision-making in global 
international economic and financial institutions in order to deliver more 
effective, credible, accountable and legitimate institutions” (UNGA, 2015, p. 21). 
Furthermore, the relevance of 10s in the implementation of Goal 10 is crucial 
because such implementation relies on expertise, coordination and oversight 
(Harrington, 2019), which are the key roles and tasks that comprise 10s’ agency 
and legitimacy. 

The 2030 SDG Agenda emphasizes migrant rights and safeguarding 
livelihoods. The implementation of the sDGs is a high priority on the inter- 
national agenda (Guild, 2021). This, together with the fact that other issues 
on the agenda, especially development, have greater chances of facing less 
opposition and thus limitations for cooperation and reaching agreement 
(Guild, 2021, pp. 361-362), which increases the likelihood of countries per- 
ceiving a wider set of benefits in the adoption of public goods in the area of 
development. Development policies can be framed as a form of “managerial” 
global migration governance. Managerial migration governance (Pécoud, 
2021) aims at conciliating diverging interests on migration because the appar- 
ently “technical” content of such policies increases its “neutral” appearance, 
its legitimacy and, finally, the likelihood of it being approved (Brumat, 2020). 
Together, these factors explain the “linking” of migration to other spGs and 
other global governance agendas. 

As we show in this chapter, 10s are aware that states’ interests are more likely 
to converge in the sD agenda rather than the migration agenda (see Guild, 
2021; Crush, 2019). As a result, many 10s have actively included migration onto 
their sD agendas in order to broaden the opportunities for cooperation on 
migration, as we illustrate in the section below. 
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4.1 Including Migration in the spG Framework: the Cases of the UNHCR 
and the EU 
4.1.1 The UNHCR 


How do 10s include international migration governance in the SDGs to develop 
a more global migration regime? As mentioned above, refugee protection can 
be seen as an impure public good and therefore this section focuses on the case 
of the UNHCR. When mapping the most important intergovernmental organi- 
zations (IGOs) and their bodies/agencies responsible for managing forced 
migration, the UNHCR has remained a key actor since the mid-zoth century. 
This is legally established in the UNHCR Statute (UNHCR, 1950), whose Article 
1 states that UNHCR 


shall assume the function of providing international protection, under 
the auspices of the United Nations, to refugees who fall within the scope 
of the present Statute and of seeking permanent solutions for the prob- 
lem of refugees by assisting Governments and, subject to the approval 
of the Governments concerned, private organizations to facilitate the 
voluntary repatriation of such refugees, or their assimilation within new 
national communities. 


The crucial role of the UNHCR is reinforced by the fact that the only category/ 
type of international migrants with a binding legal definition are refugees, as 
defined in Article 1A of the Convention Relating to the Status of Refugees from 
July 28, 1951 (usually referred to as the 1951 Geneva Convention) (UNGA, 1951), 
in conjunction with the Protocol Relating to the Status of Refugees from Janu- 
ary 31, 1967 (usually referred to as the 1967 New York Protocol) (UNGA, 1967). 
Article 8 of the Statute clearly indicates that the UNHCR should provide pro- 
tection to refugees falling under its competence. The first two ways in which the 
UNHCR should do so are particularly relevant because they include “promot- 
ing the conclusion and ratification of international conventions for the pro- 
tection of refugees, supervising their application and proposing amendments 
thereto” and “promoting through special agreements with Governments the 
execution of any measures calculated to improve the situation of refugees 
and to reduce the number requiring protection” (UNHCR Statute, Articles 
8a—b). So, the UNHCR’s mandate includes a crucial transnational issue: how to 
protect refugees and ensure appropriate international standards through com- 
mon legal and policy frameworks for their safe reception in host countries. 
The implementation of this overarching task within the specific functions of 
the UNHCR can be carried out in the context of achieving the spGs. Linking 
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refugee protection with spG implementation is even more important in the 
context of changing international migration flows and an increasingly chal- 
lenging and complex geopolitical context. 

If we look at refugee migration as a component of the broader category of 
forced migration (also including displacement caused by natural or human- 
made disasters) (see 10M, 2019), it should be noted that, in many cases, forced 
migrations are a large-scale and relatively permanent, long-term phenomenon 
(Pachocka & Sobezak-Szelc, 2018). As illustrated by recent UNHCR data, these 
features have intensified in recent years — the total number of people forcibly 
displaced (internally within the same territory or internationally) as a result 
of persecution, conflict, violence, human rights violations or events seriously 
disturbing public order increased from 38.54 million in 20 to 89.32 million 
in 2021 worldwide (UNHCR, 2022a). In absolute numbers, the most dramatic 
increase in just one decade was in the number of IDPs (by nearly 31 million), 
and to a lesser extent in the number of refugees under UNHCR’s mandate (by 
almost 12 million). Moreover, these numbers are likely to increase significantly 
by the end of 2022 due to the humanitarian crisis in Ukraine caused by the full- 
scale Russian invasion and aggression against this country since late February. 

All this requires a rethinking of forced migration governance within inter- 
national migration governance, including addressing the needs of migrants 
and receiving communities and considering the interests and capacities of 
host countries. Given the reluctance of states to adopt global norms on migra- 
tion mentioned above, changing the international legal framework in this field 
(e.g., the 1951 Geneva Convention) to adapt it to the current circumstances 
seems to be an enormously difficult task. Instead, as seen above, given the per- 
ceived utility and legitimacy of development as a global public good, it seems 
much more feasible to act through the implementation of the SDGs. 

The increasing scale, regularity, and persistence of forced migration can 
be understood as a rapidly and systematically increasing number of forced 
migrants to a relatively high level on specific migration routes in different 
regions of the world (e.g., migration from the MENA region to Europe, and 
specifically to the EU, within the Mediterranean). In light of the increasing 
numbers of forced migrants in some countries (e.g., Syrian asylum seekers 
and refugees in Turkey or Lebanon), many states, particularly in the Global 
South, face the challenge of ensuring appropriate and sustainable conditions 
for their everyday life, often in the medium to long term. In the cases of sudden 
increases in forced displacement, this raises challenges for their capacities of 
providing such public goods due to the costs that these states face for receiving 
and hosting large groups of people who entered the country in a short period 
of time. 
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Only in recent years have we seen an important step towards the development 
and implementation of a comprehensive, systemic, multi-dimensional, and 
multi-actor response to the current challenges of refugee migration govern- 
ance at the international level. On December 17, 2018, the UN General Assem- 
bly adopted Resolution a/RES/73/151 affirming the UNHCR-led Global Compact 
on Refugees and its importance as “a representation of political will and ambi- 
tion of the international community to operationalize the principle of bur- 
den and responsibility sharing, to mobilize the international community as a 
whole, and galvanize action for an improved response to refugee situations” 
(UNHCR, 2018b). The Gcr follows the overall refugee response framework set 
out in Annex I of the New York Declaration for Refugees and Migrants, adopted 
by the General Assembly on September 19, 2016 (A/RES/71/1) (UNHCR, 2018a). 
In the New York Declaration, states sought to address migration in general 
terms, as identified in the spGs but, due to pressure from the UNHCR and 
some states, the states finally decided to adopt two separate Compacts: one for 
Migrants and one for Refugees (Klein Solomon & Sheldon, 2018; Betts, 2018). 
UNHCR and some governments were concerned about the possible reduction 
of protection provisions in case that both migration and asylum were addressed 
together in one global agreement (Klein Solomon & Sheldon, 2018). As Betts 
(2018) notes, UNHCR followed a strategy of “self-preservation,” as it tried to pre- 
vent the international refugee regime based on the 1951 Geneva Convention 
from being undermined in any form because that would also affect UNHCR’s 
mandate (Betts, 2018). As a result of these negotiations, the GCM adopts and 
develops the principles of “safe, orderly and regular” migration of sDG 10.7. 
Even if the Gcr is not legally binding and does not legally and institution- 
ally restructure the system of international refugee protection, it provides an 
important framework based on the political will of various stakeholders for a 
new approach to managing large-scale refugee situations in line with existing 
international refugee law (see Gammeltoft-Hansen, 2018). The GCR includes 
four interlinked and interdependent objectives, including easing pressures 
on host countries, enhancing refugee self-reliance, expanding access to third- 
country solutions, and supporting conditions in countries of origin for return 
in safety and dignity, the achievement of which will be possible thanks to “the 
mobilization of political will, a broadened base of support, and arrangements 
that facilitate more equitable, sustained and predictable contributions among 
States and other relevant stakeholders” (United Nations, 2018b, p. 4). The Global 
Compacts are relevant for many reasons, but mainly because they give con- 
tent to the common framework adopted in SDG 10.7 and because they define 
common norms and standards and a common framework for implementation 
for migration and refugee protection. This common framework and standards 
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include some goods with potentially non-excludable and non-rivalrous char- 
acteristics for people on the move. For instance, all states agreed that migrants 
and refugees should have access to basic services regardless of their legal status 
(Kainz et al., 2020). The Gcr directly refers to the 2030 Agenda for Sustainable 
Development framework and strives to link the implementation of the GcR 
goals with the spGs. Development challenges concern both the root causes 
of forced migration and the sustainable reception of refugees in host commu- 
nities. UNHCR went a step further and made it clear how the GCR and SDGs 
converge, showing the contribution of the GCR to all 17 specific Goals (except 
14) and their relevant Targets (UNHCR, 2022d). Thus, both UN agendas — in 
refugee migration management and sustainable development — are entirely 
related, and their implementation is jointly conditioned. 

Indeed, given the controversies that arose during the negotiation process 
of the GCR and especially the GCM (see Espinoza et al., 2018), some govern- 
ments in their national implementation plans avoid mentioning the Global 
Compacts and instead refer to the sDGs (Kainz et al., 2020). This is because, 
as mentioned above, the development agenda is perceived as more legitimate 
and less controversial than the migration and asylum agenda. Recent stud- 
ies acknowledge that the GCR (and the Gcm) has expanded international 
migration and asylum policy agendas and pushes some countries into acting 
in some policy areas in which they had not been active previously (Kainz et al., 
2020; Triggs & Wall, 2020). One example is Canada, whose refugee and asylum 
governance structures were already in line with both Compacts. The Gcr and 
GCM implementation process led Canada to evaluate the performance of the 
existing policies and check what was potentially missing (Kainz et al., 2020). 

The fact that the UNHCR is the “custodian” agency of global refugee govern- 
ance and that the Gcr’s underlying legal and normative basis is binding inter- 
national law (the 1951 Geneva Convention) made its implementation quicker 
than the Gcm (Kainz et al., 2020). Indeed, the UNHCR’s political leadership 
was key for the adoption and for the implementation of the Gcr through its 
organizational culture of strategic thinking and political entrepreneurship 
(Betts, 2018). 

As a result of both the UNHCR’s role and the Gcr’s legitimacy, crucially 
framed as part of the sustainable development agenda, thousands of pledges 
were made as part of the GCR implementation, particularly in the areas of bur- 
den and responsibility sharing (Triggs & Wall, 2020). Many of these pledges 
came from countries and other actors who have not traditionally played a rel- 
evant role in refugee governance (Triggs & Wall, 2020). Some GCR goals have 
been prioritized over others by most countries. In practice, the most popular 
ones are strengthening international cooperation and investing in asylum and 
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protection capacities, both of which create avenues for expanding protection 
and for generating non-rivalrous and non-excludable benefits. The less popu- 
lar objectives include increasing employment opportunities for refugees in 
third countries and increasing efforts to track missing migrants (Kainz et al., 
2020). 

According to the GCR’s mechanism for tracking the implementation of 
pledges made at the Global Refugee Forum, the total number of pledges was 
1,636 at the end of July 2022; 53% of the pledging entities were states, followed 
by Civil Society Organizations (Csos) with 24% and 10s at 12%. Among the 
10s pledges, those which involved the UNHCR (34% of all entities in this cat- 
egory) prevailed (UNHCR, 2022c). Eight pledges had the status of “fulfilled” 
and they covered such issues as cooperation and support on restoring refugee 
family links, FAo/UNHCR cooperation on sustainable agricultural livelihoods 
for refugees and other persons of concern to UNHCR in Eastern and Central 
Africa, support for refugee children, or strengthening the refugee status deter- 
mination (RSD) procedure in the Republic of Ecuador. As we can see, these 
pledges are related to a wide range of issues, from material and/or technical 
support to legal and policy aspects, including issues dedicated to individual 
countries and regions, so they effectively link asylum and forced migration 
to a broad range of other policy areas. This shows the enormous potential of 
various actors, including 10s, to influence migration governance through the 
implementation of specific projects in line with the SDGs. 


4.1.2 The European Union 

Cooperation on asylum and refugees, together with external border control 
and irregular migration, is the most developed area of EU migration policy 
(Geddes et al., 2020). Refugee protection is the cornerstone of the EU’s asy- 
lum policy. In general, from the legal perspective, three basic components of 
EU migration policy — three specific/sectoral EU policies — are asylum (inter- 
national protection) policy, immigration policy, and policy on border checks 
(border management) (Pachocka & Caballero Vélez, 2022; Caballero Vélez & 
Pachocka, 2021). They are part of the EU’s area of freedom, security, and justice, 
which is subject to shared competences between the EU and its member states 
(Article 4(2)(j) TFEU), which means that both parties “may legislate and adopt 
legally binding acts in that area” (Article 2(2) TFEU), in line with the principle 
of subsidiarity (Pachocka & Caballero Vélez, 2022). The legal basis and general 
framework for EU asylum policy is rooted in EU primary law: Articles 67(2), 
78 and 80 of the Treaty on the Functioning of the European Union and Article 
18 of the EU Charter of Fundamental Rights. This is expanded and detailed by 
EU secondary law and supplementary sources, such as unilateral acts of law 
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(e.g., directives, regulations), international agreements, and case law of the 
Court of Justice of the EU (cJEU) (Pachocka & Caballero Vélez, 2022). 

The process of EU-level harmonization of asylum policy began in the 1990s. 
The basis of the Common European Asylum System (CEAS) was defined in 1999 
with the twofold objective of harmonizing policies in the short term with the 
ultimate goal of establishing a common asylum procedure and uniform legal 
status of international protection throughout the EU. The rationale behind 
this was that the creation of a common market and a common political space 
where internal borders were inexistent and required an integrated response to 
migration (Geddes et al., 2020, pp. 15-118). To do this, the EU developed five 
policy instruments: 

ı The Dublin regulation, which determines which state is responsible for 
examining asylum claims 
2. Common standards of reception of asylum seekers, set out in the Recep- 
tion Conditions Directive 
3. Common procedures for the examination, granting and withdrawal of 
protection, defined in the Asylum Procedures Directive 
4. Common criteria to qualify for refugee status or subsidiary protection, 
included in the Qualifications Directive 
5. Mechanisms for temporary protection and assistance to respond to sud- 
den and high numbers of arrivals, established in the Temporary Protec- 
tion Directive (Geddes et al., 2020, pp. 16-117) and used for the first time 
in 2022 to provide a legal status to forced migrants from Ukraine 
Despite these policy and legislative efforts, harmonization remained incom- 
plete. The uneven implementation, together with highly asymmetrical costs 
for member states and wide divergence in the ideas that drive policy adoption 
and implementation on asylum has led to the cEAs having both restrictive 
elements and a strong protection framework (see Geddes et al., 2020). This 
uneven policy implementation, in many states, is not compatible with EU asy- 
lum, and migration law, the EU Charter of Fundamental Rights and the UN 
Global Compact on Refugees (Carrera et al., 2021; Pachocka & Caballero Vélez, 
2022). So, to overcome this problem and to strengthen the Common European 
Asylum System (CEAS), on 23 September 2020, the European Commission 
(EC) launched the New Pact on Migration and Asylum (NPMA) as a follow-up 
to the previous EU migration strategy expressed in the Ec’s European Agenda 
on Migration (EAM) from May 13, 2015 (Pachocka & Caballero Vélez, 2022). The 
NPMA’s main goal is to set up a common European framework for the manage- 
ment of migration and asylum policy (Carrera et al., 2021). As the Ec stated in 
the introduction to its new strategy: 


INTERNATIONAL ORGANIZATIONS AND GLOBAL MIGRATION GOVERNANCE 99 


Key societal challenges faced by the world today — demography, climate 
change, security, the global race for talent, and inequality — all have an 
impact on migration. Policy imperatives such as free movement in the 
Schengen area, safeguarding fundamental rights, ensuring security, and 
filling skills gaps, all call for an effective migration policy. The task facing 
the EU and its member states, while continuing to address urgent needs, 
is to build a system that manages and normalizes migration for the long 
term and which is fully grounded in European values and international 
law. (EC, 2020) 


One of the most important aspects of the Pact linked to the UN spGs is the imple- 
mentation of the UN GCR. The Pact implicitly refers to “sustainable protection” 
providing an “end-to-end approach needed to make migration management in 
Europe fair, efficient and sustainable” (EC, 2020). By including this reference to 
sustainable protection, the Pact provides a clear case of how the EU implements 
some elements of the UN spGs in its legislation. From a public goods perspec- 
tive, the implementation of sustainable development in asylum policy could 
help in overcoming the lack of cooperation in the provision of refugee protec- 
tion. This could be witnessed the case with the temporary relocation scheme of 
2015-2017 for asylum seekers from Italy and Greece during the migration and 
refugee management crisis in the EU (see Pachocka & Caballero Vélez, 2022). 

As refugee protection is covered by the scope of the EU asylum policy, which 
is subject to shared competence under EU law (Article 4 TFEU), as explained 
above, member state governments include/adopt the European legal frame- 
work into national legislation in different ways depending on the type of legal 
document, e.g., a directive or regulation or other form, to make it coherent 
across the EU as much as possible. 

So far, under current legal and policy settings, this situation renders inef- 
fective provision of refugee protection by the EU, as reflected during the chal- 
lenges related to the implementation of the relocation scheme in 2015-2017. 
Consequently, as we assert in this chapter, the implementation of the UN 
Global Compacts can be seen as an attempt by the EU to overcome diver- 
gences on policy costs between the member states. 


5 Conclusions 


This chapter has shown how and why 10s actively include forced migration 
on the SDG agenda to broaden the possibilities of increasing international 


100 BRUMAT, CABALLERO VELEZ AND PACHOCKA 


cooperation on the topic and eventually providing GPGs. Global migration 
governance is highly fragmented and consists of overlapping regimes that 
address different aspects of human mobility, or different migration “types.” In 
this challenging context, UNHCR and 10M actively pushed for the adoption 
of two separate international agreements, the GCR and the GCM, within the 
framework of the sDGs implementation because the global sustainable devel- 
opment agenda is more legitimate, and less controversial, than the (forced) 
migration agenda. By doing so, the possibilities of providing GPG s such as more 
equal rights for refugees and asylum seekers, increased labor opportunities, 
and more international solidarity are increased. The UNHCR, the “custodian 
agency” of the international refugee regime, played a key role in linking the 
GCR to the SDGs and continues to play a crucial role in the implementation of 
this action, actively linking issues such as sustainable livelihoods to the global 
asylum agenda. We have also shed light on the way in which the EU New Pact 
on Migration and Asylum is framed and includes elements of the UN Global 
Compact for Refugees, which builds from the UN Sustainable Development 
Goals. Importantly, some relevant aspects of the Pact, such as the external 
dimension of the EU, put emphasis on the importance of treating migration 
in a “sustainable manner.” We suggest that EU member states would be more 
willing to adopt and internalize the Pact if migration and asylum are more 
closely linked to the spGs. By applying a public goods approach to migration 
and asylum governance, we can observe that EU member states have simi- 
lar incentives when cooperating in the field of SDGs and, at the same time, 
those similar incentives can be translated to the migration and asylum policy 
agenda. This would reduce the perceived costs and facilitate the provision of 
refugee protection. 

Future research that explores the roles of other 10s, such as the Interna- 
tional Labour Organization (ILO) or the United Nations Development Pro- 
gramme (UNDP), whose mandate does not directly include (forced) migrants, 
could shed further light on the linkage processes and the mechanisms used by 
10s to provide GPGs and enhance global migration governance. 
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CHAPTER 5 


Public Goods at Risk: The Crisis of the Rule of Law 
in the European Union in Light of the Violation of 
the Fundamental Rights of LGBT Persons 


Angela Maria Romito and Aleksandra Szczerba 


1 Introduction 


The purpose of this chapter is to examine the rule of law crisis in the European 
Union, using the examples of Polish and Hungarian actions violating the 
fundamental rights of LGBT persons! and to evaluate the efficiency of the insti- 
tutional mechanisms under EU law to respond to these actions. The issue is 
not simply theoretical since the recent controversies emerging from human 
rights and rule of law backsliding in Poland and Hungary have turned this 
question to one of the core issues of the European project and are critical to 
the Union's legitimacy. 

The analysis particularly considers the approaches adopted by the EU 
institutions to the protection of the rule of law as the backbone of any mod- 
ern democratic system. The threat to equality and respect for the dignity and 
human rights of individuals as core values of the EU will be illustrated with 
two examples. The first is the “LGBT ideology-free zones” in Poland. The second 
is the recent law adopted in Hungary that limits access for individuals under 18 
to content that promotes or portrays the “divergence from self-identity corre- 
sponding to sex at birth, sex change or homosexuality.’ Consequently, the first 
section of this chapter provides an overview of the existing EU mechanisms 
which aim to guarantee the rule of law and, along with it, fundamental rights. 
The next section analyzes the EU response to Polish and Hungarian anti-LGBT 
actions’. Finally, in the conclusion the adequacy of the EU’s use of financial 
sanctions to protect EU foundational values will be assessed. 

The analysis in this chapter is made in the context of public goods theory. In 
the view of the authors, both categories under scrutiny, i.e., the rule of law and 


1 “LGBT” is used in this chapter as an acronym for lesbian, gay, bisexual, transgender persons, 
and any other persons of diverse sex, diverse sexual orientation, or diverse gender. 
2 Reflecting the state of the art as to the date of the submitting the chapter in April 2022. 
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human rights (including the right to non-discrimination), may be considered 
as public goods (Enderle, 2021, pp. 148-158). 


2 Rule of Law and Non-Discrimination: Basic Characteristic of the 
EU Legal System 


The concepts of the rule of law and fundamental rights may be said to be 
dynamic if not “famously elusive” concepts, whose boundaries remain rela- 
tively unclear. It is clear, however, that the two concepts — together with 
democracy — are intrinsically linked with each other in a triangular relation- 
ship (European Commission European Parliament, 2014): the absence of 
democracy is a clear violation of human rights and the respect of the rule of 
law is the prerequisite for their protection. In other words, democracy relates 
to the involvement of the people in the decision-making process in a society; 
human rights seek to protect individuals from arbitrary and excessive interfer- 
ence with their freedoms and liberties and to secure human dignity; the rule 
of law promotes democracy by limiting and independently reviewing the exer- 
cise of public powers. 

Therefore, the rule of law constitutes the backbone of every modern con- 
stitutional democracy and respect for it is integral to and necessary for any 
democratic society. Not surprisingly, therefore, it has become a dominant 
organizational paradigm of modern constitutional law and is commonly rec- 
ognized as a key principle at national and international levels to regulate the 
exercise of public power (European Commission, 2014, p. 2). 

The rule of law — considered as an overarching notion, encompassing 
various legal concepts — is central both to the national constitutional orders 
of European States and to the EU, as respect for it is one of the requirements 
to join the European Union (Preambles to the Treaty, Article 2 of Treaty on 
European Union (TEU), and 49 Charter of Fundamental Rights of the EU).3 


3 It has therefore played a significant role in the enlargement process of the EU. The so- 
called Copenhagen criteria (which include compliance with the values in Article 2 TEU), 
were established in 1993 as a means of assessing whether Candidate States were eligi- 
ble to accede to the EU, including the rule of law. That notwithstanding, problems arise 
since no similar method exists to supervise adherence to these foundational principles 
after accession. In the literature this has been referred to as the “Copenhagen dilemma.” It 
was only 2021 that, for the first time, the European Union Court of Justice (in Repubblika 
v Il-Prim Ministru, Case C-896/19 ECLI:EU:C:2021:311) established the principle of “non- 
regression” according to which member states cannot fall beneath the minimum stan- 
dard of compliance with the Article 2 TEU values which they reached in the course of the 
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21 Rule of Law: Looking for a Definition 
The rule of law is commonly referred to, but it is seldom defined (Magen, 2016). 
At first, it seems to be a self-evident and self-explanatory concept: in every legal 
system, the law must be the rule and without rule of law, rights remain lifeless 
paper promises. Beside such a tautological definition, at closer inspection it 
is a complex, flexible, and contested concept, which can be defined in differ- 
ent ways depending on the historical and institutional context. As a first and 
general approximation, the rule of law ensures that all public authorities act 
within the constraints of law, in accordance with the values of democracy 
and fundamental rights, and under the control of independent and impartial 
courts (Craig, 1997).4 

Although it has become a global ideal and aspiration, internationally there 
is still no shared notion: it appears in several treaties but also in soft law; the 
Venice Commission? first addressed the issue in a report adopted in 2011 and 
it reached the conclusion that the rule of law was indefinable (Craig, 2017; 
Bartole, 2020). It therefore took a pragmatic and empirical approach and con- 
centrated on identifying the core elements of the rule of law by enumerating 
its common features in a checklist intended as a comprehensive tool to assess 
the degree of respect for the rule of law in each state.® 

In the EU, even before its formal recognition in the founding Treaties, the 
value of the rule of law was repeatedly affirmed by the Court of Justice of the 
European Union (CJEU) since 1986. 


pre-accession exercise, making them suitable for European Union membership (Leloup, M., 
Kochenoy, D., & Dimitrovs, A. 2021). 

4 From an academic point of view, at the heart of the struggle for conceptualization of the 
rule of law lies a fundamental choice between what has been variably called “formal” and 
“substantive,” “negative” and “positive,” or “rule-book” as opposed to “rights-based” narrow 
(“thin”) and comprehensive approaches (“thick”). Formal, or thin, conception focuses rather 
on procedural safeguards of the law, due process principles, and evidence rules, and more 
generally to all the conditions necessary for law to restrict sheer arbitrariness in the use of 
public power. In a thick, or “democratic rule of law,” conception, laws enshrine and pro- 
tect political and civil liberties as well as procedural guarantees: the rule of law cannot be 
divorced from political morality, fundamental rights, or democracy. 

5 The Venice Commission, officially named the European Commission for Democracy through 
Law, is the Council of Europe’s advisory body on constitutional matters (see http://www 
.venice.coe.int/WebForms/pages/?p=o1_Presentation). See also the European Commission 
for Democracy through Law (Venice Commission) Rule of Law Checklist. 

6 Those core elements are the principle of legality, which implies that the legislative process 
is transparent, accountable, democratic, and pluralistic; legal certainty, which requires that 
the rules be clear and predictable and cannot be changed retroactively; the prohibition of 
arbitrariness of the executive power; equality before the law; and judicial review that is 
independent and effective, including as regards respect for fundamental rights. 
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The first judicial reference to the rule of law in the EU was made in the 
judgment Les Verts v Parliament (Case 294/83, ECLI:EU:C:1986:166, para. 23),’ 
which referred to the EU as a “Community based on the rule of law inasmuch 
neither its member states nor its institutions can avoid a review of the question 
whether the measures adopted by them conform with the basic constitutional 
charter, the Treaty.” Since then, multiple references have been made to the rule 
of law in the Treaties: at the beginning, these references were largely symbolic, 
however, subsequent and successive treaty amendments reinforced the con- 
stitutional significance of the rule of law and made it clear that this principle 
was a part of a bigger “package” together with human rights and democracy. 

Rule of law has been further clarified by the European Commission (EC) in 
its Communication to the European Parliament (EP) and the Council of March 
u, 2014, “A New EU Framework to Strengthen the Rule of Law” (European Com- 
mission, 2014). The EU definition draws on principles set out in the case law 
of the CJEU and of the European Court of Human Rights (ECHR) and reports 
written by the Venice Commission. According to the EC, the rule of law entails 
compliance with the six legal principles that stem from the constitutional tra- 
ditions common to most European legal systems and define the core meaning 
of the rule of law within the context of the EU legal order in accordance with 
Article 2 TEU, namely, the principle of legality, of legal certainty, prohibition of 
arbitrariness, of equality before the law, of independent and effective judicial 
control also as regards the respect for fundamental rights.® 


2.2 The EU’s Current Toolbox 

Several different mechanisms exist at EU levels which aim to protect, safe- 
guard, and promote the rule of law (and fundamental rights and democracy). 
These include legally binding mechanisms such as Article 7 TEU and the 


7 The approach applied by the Court in the judgment was rather formal as this concept was 
attached mainly to legality. For an analysis of this judgment and its importance as regards the 
principle of the rule of law in the EU legal framework, see Lenaerts, 2010, 304. 

8 The EU Commission's understanding of the rule of law is similar to the understanding of the 
Venice Commission, but a number of minor differences may be highlighted: the European 
Commission specifies that it is the executive branch of government that shall be prohibited 
from demonstrating arbitrariness, whereas the Venice Commission makes no such restric- 
tion; the EU Commission refers to fundamental rights while the Venice Commission refers to 
human rights; and the European Commission leaves out non-discrimination as a component 
of the rule of law. However, it can be interpreted that equality before the law encompasses 
non-discrimination. The cJEu and the ECtHR have stated that the abovementioned principles 
are not purely formal and procedural requirements, but that they are the vehicle for ensuring 
compliance with and respect for democracy and human rights. Hence, the rule of law may be 
said to be a constitutional principle with both formal and substantive components. 
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traditional jurisdictional procedures, in addition to non-binding (or soft law) 
tools, including annual reports prepared by EU institutions covering matters 
related to EU values. 

A variety of actors tend to be involved in these mechanisms, with differ- 
ent competences and mandates: not only the political and jurisdictional EU 
institutions and member states but also civil society. The selected EU tools to 
protect the rule of law are described below. 


2.2.1 Article 7 TEU 

Article 7 TEU is the only specific EU provision dedicated to the protection of 
EU values in the EU member states. It is unique in that it established the pro- 
cedures for stating the threat of a breach of EU values by a member state, the 
existence of sucha breach, as well as a possible sanctioning mechanism to bring 
the recalcitrant member states back to compliance, while not being confined 
by the general EU competence limitations. In fact, in the same norm there are 
two distinct procedures — the preventive mechanism (Article 7(1) TEU),9 and 
the reactive one (Article 7(2)—(3) TEU): both are independent from each other, 
as they aim to address two different situations, so that the sanctions mecha- 
nism can be triggered without going through the preventive mechanism, and 
the preventive mechanism does not necessarily entail any sanctions. 

While the preventive mechanism, set out in Article 7(1) TEU, can be 
activated only where there is a “clear risk of a serious breach” of Article 2 TEU 
by a member state, Article 7(2) TEU provides for the eventual adoption of sanc- 
tions in a situation where a “serious and persistent breach” by a member state 
has been established by the European Council. The activation of the preven- 
tive mechanism is aimed at sending a warning signal to an offending member 
state and places the EU institutions under an obligation to maintain constant 
surveillance. Under the preventive mechanism, the European Council has a 
discretionary power to determine whether there is a clear risk of a serious 
breach of the EU fundamental values, that is, excluding “purely contingent 
risks from the scope of the preventive mechanism.”!° 


g On December 20, 2017, the Commission adopted a reasoned proposal for a Council decision 
on the determination of a clear risk of a serious breach of the rule of law by Poland (proce- 
dure 2017/0360(NLE), and on September 12, 2018, Parliament adopted a resolution under 
Article 7(1) TEU, calling on the Council to establish a clear risk of a serious breach of EU 
values by Hungary (procedure 2017/2131(INL)). 

10 To make such determination, the following conditions have to be met: (1) proposal by 
one-third of the member states, by the Parliament or by the Commission; (2) the assent of 
the Parliament (i.e., a two-thirds majority of the votes cast, representing a majority of its 
members); and (3) a majority of four-fifths of the Council's members. 
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In order to apply the “sanctioning” mechanism laid down in Article 7(2) 
TEU, the breach of EU values must be serious and persistent and must there- 
fore go beyond individual violations of fundamental rights, the rule of law, or 
other values laid down in Article 2 TEU. This mechanism has two phases: (1) 
determination of the existence of a serious and persistent breach of EU values 
by a member state — by unanimity of the European Council after the consent 
of the EP has been obtained; and (2) suspension of member state rights deriv- 
ing from the Treaties, including (but not limited to) voting rights (Article 7(3) 
TEU). As the Council in the preventive mechanism, the European Council has 
also a wide margin of discretion to determine the existence of a serious or per- 
sistent breach under the sanctioning mechanism. Once the European Council 
has determined the seriousness and persistence of the breach, it enjoys discre- 
tion as to the choice of sanctions to be imposed and may even decide not to 
impose sanctions, but it is not obliged to do so. 

The abovementioned procedure shows that the decision to apply Article 7 
TEU is in practice almost impossible to use, not only because of the relative 
incertitude considering what constitutes “a clear risk of a serious breach” or 
“a serious and persistent breach,” but also for the natural reluctance of the 
European Council and Council to act against one of the member states. 

The fact that the procedure has essentially a highly political nature has also 
led to the EU being criticized for an apparent lack of political will to effectively 
uphold EU fundamental values (Besselink, 2017). 

Despite the extreme political difficulty in reaching the required majority for 
activating the mechanism mentioned above, it has a very serious impact both 
externally and internally: on the one hand, it is likely to discredit the mem- 
ber state on the international scene; on the other, serious consequences can 
also occur within that country because the activation of the procedure pur- 
suant to Article 7 TEU could trigger social and political reactions against the 
national government. Moreover, the mechanism may also produce relevant 
juridical effects: firstly, referring to Protocol (no. 24), on asylum for nationals 
of member states of the European Union," and, secondly, with regard to the 
European Arrest Warrant (EAW) procedure that can be suspended in the event 


11 The asylum application made by a citizen of a member state cannot be taken into consid- 
eration in another member state since each EU member state must consider itself a safe 
country of origin in terms of the level of protection of fundamental rights and freedoms. 
However, if the procedure referred to Articles 7(1) or 7(2) of the TEU has been initiated in 
respect of the member state of which the applicant is a national, that Country is no longer 
considered a safe country and the application for asylum of its citizen may be taken into 
consideration or declared admissible for processing by another member state. See CJEU 
case C-411 e 493/10, ECLI:EU:C:2011:610; case C-394/12, ECLI:EU:C:2013:813. 
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of a serious and persistent violation by the State of the principles enshrined in 
the TEU”? (Villani, 2020). 


2.2.2 Legally Binding Tools 
The legal procedure may be instigated for protecting EU values are those 
enshrined in the Treaties. First of all, the Commission is empowered to com- 
mence infringement proceeding before the CJEU (pursuant to Article 258 of 
the Treaty on the Functioning of the European Union [TFEU]) in order to have 
a binding declaration that a member state has violated the EU law in a way 
that threatens the EU rule of law.! It is strengthened by a financial penalty 
imposed upon a member state for non-respect of a judgment rendered at the 
end of an infringement procedure (Article 260(2) TFEU). As a critical remark, 
it has to be specified that infringement actions are understood to allow for the 
investigation of specific violations of EU law on a case-by-case basis only and 
cannot be used to investigate a situation of systemic violation of EU values. 
In addition, independent and impartial courts are active guardians of the 
rule of law, and such a view is presented in the Ecy’s decisions on the prelimi- 
nary ruling procedure: Article 267 TFEU has been largely used by the national 
judges to assess the conformity of specific national measures with EU law. It 
is an instrument of indirect control on the correct interpretation of the rules of 
European law and the validity of the rules of secondary legislation which guar- 
antees the respect of fundamental rights and the rule of law in the member 
state: the ECJ’s ruling is not only binding on the individual referring national 
court, but as a precedent contains an authoritative interpretation of EU law, 
binding on all member states and their authorities. It has to be noted, however, 
that the judicial control exercised by the Court of Justice — when it concerns 
the respect of the values listed in Article 2 TEU — is still limited to the “material” 
sphere of EU law: this means that the jurisdiction of the Court is relevant only 


12 See the Council Framework Decision 2009/299 of February 26, 2009, thereby enhancing 
the procedural rights of persons and fostering the application of the principle of mutual 
recognition to decisions rendered in the absence of the person concerned at the trial and 
case C-404/15 e C-659/15 PPU, ECLI:EU:C:2016:198; case C-554/14, ECLI:EU:c:2016:835. 

13 The action taken by the Commission in the infringement procedures can be launched by 
the Commission only where these concerns constitute, at the same time, a breach of a 
specific provision of EU law. See the cases CJEU, C-286/12 ECLI:EU:C:2012:687, C-192/18, 
ECLUE U:C:2019:924, and Case C-619/18, ECLI:EU:C:2019:531. 

14 Specifically in Poland, see CJEU Joined Cases C-585/18, C-624/18 ECLI:EU:c:2019:982 and 
C-625/18 ECLI:EU:C:2019:982; Joined Cases C-558/18 and C-563/18 ECLI:EU:C:2020:234. 
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when the case in question falls within the “scope of application of EU law” 
(Pech & Kochenoy, 2021).! 


2.2.3 Monitoring Procedures 
Specifically in case of a suspected breach of the rule of law by a member state, 
the “political” European institutions can activate “monitoring procedures” 
which do not give rise to legally binding effects.!® This includes a temporary 
mechanism, set up in 2007 (for Bulgaria and Romania only) called a “coopera- 
tion and verification mechanism”; the annual Council rule of law dialogues, 
set up since December 2014, in the General Affairs Council, to be prepared by 
Coreper based on the principles of objectivity, non-discrimination, and equal 
treatment of all member states;!” and the “rule of framework” (pre-Article 7 
procedure), introduced by the Commission in 2014, providing a space for 
structured dialogue with member states suspected of rule of law breaches 
(Kochenov & Pech 2015).!8 The key element is the political persuasion. 
Moreover, Article 70 TFEU allows the Council, on a proposal from the Com- 
mission, to adopt measures for collaboration between the Commission and the 
member states to conduct so-called “peer reviews” or evaluations of member 
state implementation of the EU policies in the area of freedom, security, and 
justice (AFsy). From the perspective of the protection of Article 2 TEU values, 
the peer review mechanism can be used to carry out evaluations of member 
states’ compliance in all of these matters related to the broad area mentioned 
above which might contribute to assess the situation of democracy, rule of 
law, and fundamental rights at the national level (Andersen, 2014; Moxham & 
Stefanelli, 2013; Hirsch-Ballin, 2015). 


15 The Court of Justice itself considers that the provision of Article 2 is not sufficient to 
confer the competence to review the respect of the values contemplated by the member 
states, but that, for this purpose, it is necessary to identify a link between the same values, 
in particular the rule of law, and matters already belonging to the scope of EU law. 

16 The so-called “soft law” mechanisms can themselves be divided between two categories: 
there are soft law mechanisms of a general scope which aim to address all member states 
equally, and soft law mechanisms of limited scope, either because they address a specific 
topic (fundamental rights, corruption, and effectiveness of justice systems) or because 
they address a specific country (the Cooperation and Verification mechanism). 

17 The peer-to-peer dialogues on the rule of law are conducted on a non-partisan and evi- 
dence-based approach and without prejudice to the principle of conferred competences, 
as well as the respect of national identities of member states. 

18 The framework encompasses three stages: assessment, recommendation, and follow-up 
by the Commission. 
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Although the specific tool is mentioned among the juridical one, it lacks 
enforceability since it results in non-binding recommendations and judicial 
review is therefore not possible. 

In addition, due to the EU’s worsening rule of law crisis and, more broadly, 
the unprecedented and expanding attempts by some national authorities to 
organize the systemic undermining of the EU’s shared foundational values, a 
new process of prevention has been established by the Commission as of 2020: 
the rule of law mechanism. It provides a process for an annual and inclusive 
dialogue between the Ec, the Council, and the Ep together with member states 
as well as national parliaments, civil society, and other stakeholders on the rule 
of law. 

The key element of the new tool is the early identification of challenges 
in order to find solutions with the broad and mutual support of stakehold- 
ers (including the Council of Europe and the Venice Commission). Differently 
from the previous mentioned tools, the annual Rule of Law Report!® and the 
preparatory work with member states are the foundation of this new process, 
since they are a basis for discussions in the EU as well as a measure to prevent 
problems from emerging or deepening further. In this way, the purpose of pre- 
vention prevails over that of monitoring. 

Finally, a new tool is at the disposal of the EU to combat violations of the 
rule of law in its member states: Regulation 2020/2092 adopted by Parliament 
and Council on December 16, 2020 (Lacny, 2021). The Regulation introduces a 
general conditionality regime to protect the EU budget in the event of breaches 
of rule of law principles (the so-called “rule of law conditionality,” that is, a 
conditionality governing access to European funds). To achieve this goal, the 
Council, acting on a proposal from the Commission, may adopt safeguard 
measures, such as the suspension of payments, which are charged to the EU 
budget, or the suspension of the approval of one or more programs financed by 
the EU budget. The EU can withhold payments to member states if the viola- 
tion of the rule of law in the said member state sufficiently directly affects the 
EU’s budget or its financial interests.2° The rationale for these measures is that 


1g It takes the form of 27 country chapters and an umbrella report presenting an overview 
of the situation of the rule of law situation across the EU; it monitors significant devel- 
opments, both positive and negative, relating to the rule of law in member states and 
focuses on four pillars: the justice system, the anti-corruption framework, media plural- 
ism, and other institutional issues related to checks and balances. 

20 See Articles 4 to 6 of the Regulation Rule of Law Conditionality for Access to European 
Funds. Following the Commission’s proposal to activate the mechanism, the Council 
would have 1 month (or 3 months in exceptional cases) to vote on such a measure, possi- 
bly approving it by qualified majority. The Regulation provides that measures against the 


116 ROMITO AND SZCZERBA 


respect for the rule of law is a prerequisite for sound financial management 
and effective financing of the EU.?! 

Some have considered this to be a necessary instrument and a substantial 
success, above all because it would apply not only to “direct” violations of the 
rule of law in the use of European funds (such as, for example, in cases of fraud 
or corruption), but also to systemic violations of the principles of the rule of 
law (such as, for example, the independence of the judiciary), should they 
affect the management of funds. 

Others, on the other hand, have strongly criticized it, on the grounds that 
once again the Union has failed to play an effective constitutional role in 
protecting the values on which it is founded, and has instead turned its atten- 
tion toits own economicand financial interests and the disbursement of funds.?? 
This implies that breaking European values is not sufficient motivation to take 
action against those responsible, but that there must be a real economic dam- 
age, quantifiable and only then “tangible” (Fiscaro, 2019; Halmai, 2019; Kirst, 
2021). It seems that the regulation has “hollowed out” the rule of law from a 
constitutional principle to an expedient policy tool. 


2.3 Public Good Under Scrutiny: the Principle of Non-Discrimination in 
the EU Legal Order 

The principle of equality and, along with it, the right to equality/non- 

discrimination are part of the foundation of the rule of law in the EU legal 

system. They are both, at the same time, EU values. What is important for fur- 

ther consideration is that both non-discrimination and the rule of law may be 

understood to be public goods (Szczerba-Zawada, 2017). 

The principle of equality is the value on which the European Union is 
founded (Article 2 TEU) and one of the objectives of the EU and its member 
states (Article 3 TEU). It places a valid obligation on the EU which in defining 
and implementing its policies and activities shall aim to combat discrimination 
based on sex, racial or ethnic origin, religion or belief, disability, age or sexual 
orientation (Article 10 TFEU) as well as to eliminate inequalities, and to promote 


member state must be concluded within a maximum of 7 to 9 months from the violation 
of the rule of law. 

21 See the Preamble of the Regulation. 

22 On February 16, 2022, the Ecy delivered an important ruling on the rule of law condi- 
tionality regulation in the two cases of Hungary v Parliament and Council (C-156/21) 
and Poland v Parliament and Council (C-157/21), fully dismissing Hungary’s and Poland’s 
actions for annulment against the general regime of conditionality. Their main objection 
was based on the fact that the disbursement of funds should depend on virtuousness in 
their use, rather than compliance with the rule of law. 
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equality, between men and women (Article 8 TFEU) and on the member states 
— each of them shall ensure that the principle of equal pay for male and female 
workers for equal work or work of equal value is applied (Article 157(1) TFEU). 
They are obliged also to fully implement the EU equality legislation adopted 
on the basis of Article 19 TFEU. The body of the latter is exemplified by the 
Framework Employment Directive (Directive 2000/78/EC) against discrimina- 
tion at work on grounds of religion or belief, disability, age or sexual orientation 
and the Gender Recast Directive (Directive 2006/54/EC) on the implementa- 
tion of the principle of equal opportunities and equal treatment of men and 
women in matters of employment and occupation. Under the Charter of Fun- 
damental Rights of the European Union (CFR) — that has the same legal value 
as the Treaties (Article 6(1) TEU) — everyone is equal before the law (Article 20 
CFR). The CFR also guarantees freedom from discrimination, stating that any 
discrimination based on any ground, including sex, shall be prohibited (Article 
21 CFR). Article 23 CFR prescribes that equality between men and women must 
be ensured in all areas, including employment, work, and pay, and confirms the 
entitlements of the addresses of the Charter to adopt the positive actions. 

The normative power of the EU as a promoter of equality and non- 
discrimination as a public good is realized through the sanctions imposed on 
the member states in case of a violation of the equality principle. The failure 
by member states, including Poland, to fulfill their obligations under the equal- 
ity principle may give rise to a variety of consequences at the EU level, also in 
connection with the rule of law protection mechanisms. In the next section 
they are analyzed using, as examples, Polish and Hungarian anti-LGBT laws 
and resolutions. 


3 EU Legal Response to Polish and Hungarian Anti-LGBT Actions 


3.1 The Polish “LGBT Ideology-Free Zone” 

Almost a hundred local authorities in Poland adopted anti-LGBT resolutions. 
These anti-LGBT resolutions cover two types of acts: resolutions of regional 
governments (taking place at different levels)? declaring “LGBT ideology-free 
zones” and adopting a “local government charter of the rights of the family.” 
Not all of them are identical, but they all are homophobic in their wording, 
suggesting that the so-called “LGBT ideology” was a threat to traditional Polish 
values, particularly the idea of family based on marriage between a woman 


23 In Poland there is a three-tier division in local government: voivodship (województwo), 
county (powiat), and municipality (gmina). 
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anda man. They pledge to fight “political correctness” and “homo-propaganda” 
and to “prevent [...] the early sexualization of Polish children.’ They also urge 
local governments to withhold funding from NGOs and projects considered 
not to support these values (Florczak, 2022; Adamczewska-Stachura, 2021). 

The consequences exceed the purely rhetorical dimension. This is clear in 
light of the results of the 2020 LGBTI Survey 11 conducted by the European 
Union Agency for Fundamental Rights that reveal an increasing intolerance 
and violence in Poland towards its LGBT minority. It is exemplified by the 
highest percentage of respondents reporting experiences of physical or sex- 
ual attacks due to being LGBT in the past 5 years in Poland across the Union 
(15%) or avoiding of holding hands in public with a same-sex partner for fear 
of being assaulted, threatened, or harassed (58%). What is most striking is the 
high percentage of LGBT respondents in the EU-28+ (83%) who do not believe 
the Polish government’s combat against prejudice and intolerance has been 
effective (Fundamental Rights Agency, 2020). These results must be perceived 
through the prism of more and more complex application of the means of 
legal protection against progressive rule of law backsliding, enabling Polish 
authorities to apply discriminatory legal instruments to limit LGBT minority 
rights more easily (Grabowska-Moroz & Wojcik, 2021). 

Not surprisingly, resolutions of this content and results turned out to be non- 
compliant with the EU value of non-discrimination safeguarded by EU law and 
policies. As a result of their normativization, the EU member states are obliged 
to fully respect the EU value of equality and to observe the right to equal treat- 
ment and non-discrimination enshrined in numerous EU legal acts. Despite 
this obligation, discrimination against lesbian, gay, bisexual, transgender, and 
intersex people persist throughout the EU, taking various forms, including the 
anti-LGBT declarations of some Polish municipalities. As such, they constitute a 
threat to the EU rule of law as in a union of law public actors at any level cannot 
declare itself free from “LGBT ideology.” The opposite course of action in Poland 
resulted in numerous steps undertaken by the EU institutions aimed at protect- 
ing the European public goods: equality and rule of law. 


3.11 The European Parliament and the “LGBT Ideology-Free Zones” 
Against the situation at stake the EP — using soft law instruments — called for 
the protection of LGBT persons’ rights and for the adoption of a comprehen- 
sive, permanent, and objective EU mechanism on the rule of law and funda- 
mental rights. 

The resolution of December 18, 2019, on public discrimination and 
hate speech against LGBT people, including “LGBTI free zones” (European 
Parliament, 2019), underlined the urgent need for such a mechanism. The EP 
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reiterated the need for an impartial and regular assessment of the situation 
with regard to the rule of law, democracy, and fundamental rights in all the 
member states and called on the Ec and the Council to use all the tools and 
procedures at their disposal to ensure the full and proper application of Treaty 
principles and values, such as infringement procedures, budgetary procedures, 
the rule of law mechanism, and the Article 7 procedure. The Ec was also sum- 
moned by the EP to monitor fundamental rights violations in the framework of 
its announced rule of law review cycle, assess whether Poland has failed to ful- 
fill an obligation under the Treaties and whether it should deliver a reasoned 
opinion on the matter, in accordance with Article 258 TFEU, monitor the use of 
all EU funding streams, including EU Structural and Investment Funds, and to 
hold regular dialogues with national, regional, and local authorities to remind 
stakeholders of their commitment to non-discrimination and that such funds 
may under no circumstances be used for discriminatory purposes and to take 
concrete measures to address clear and direct breaches of anti-discrimination 
rules, in particular, the prohibition of the instruction to discriminate under 
Directive 2000/78/EC, by local councils adopting regulations that attack LGBT 
rights (European Parliament 2019). 

This confirms the wide range of different tools at the disposal of the EU — 
from political through financial to legal ones — as described briefly earlier in 
this chapter, which might be used to protect the EU public goods — the rule of 
law and human rights, especially — right to non-discrimination. Nevertheless, 
the EP kept underlining the meaning of the procedure envisaged in Article 7 
TEU to protect the rule of law against the situation in Poland. 

The resolution of September 17, 2020, on the proposal for a Council deci- 
sion on the determination of a clear risk of a serious breach by the Republic 
of Poland of the rule of law (European Parliament, 2020) referred to the dete- 
rioration of human rights protection in Poland, typified by the declarations 
of zones free from so-called “LGBT ideology” and the adoption of “regional 
charters of family rights,” discriminating in particular against LGBTI peoples. 
The Parliament stated that along with a malfunctioning of the legislative and 
electoral system and problems with the independence of the judiciary and the 
rights of judges, this amounts to a systemic threat to the values of Article 2 TEU 
and constitutes a clear risk of a serious breach thereof. Hence, the EP called 
on the Council to use the procedure under Article 7(1) TEU to its full potential 
by addressing the implications of the Polish government’s action for all the 
principles enshrined in Article 2 TEU, including democracy and fundamen- 
tal rights. It also called on the Ec to make full use of the tools available to it, 
to address a clear risk of a serious breach by Poland of the values on which 
the Union is founded, in particular, expedited infringement procedures and 
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applications for interim measures before the Court of Justice, as well as budg- 
etary tools (European Parliament, 2020). 

The EP repeated its call on Article 7 TEU as well as any other tools at the 
disposal of the EU institutions, including infringement procedures, the Rule of 
Law Framework, and the conditionality mechanism in order to address viola- 
tions of the fundamental rights of LGBTIQ people everywhere in the Union, 
including Poland, in the resolution of March u, 2021, on the declaration of the 
EU as an LGBTIQ Freedom Zone (European Parliament, 2021). In the context 
of the public goods analyzed in this chapter, the Ep highlighted that the back- 
lash against LGBT people is often coupled with a broader deterioration in the 
situation of democracy, the rule of law, and fundamental rights (European 
Parliament, 2020). 


3.1.2 The European Commission and the “LGBT Ideology-Free Zones” 
The Ec confirmed that anti-LG BT zones in Poland are on a collision course with 
the EU legal order as they may violate EU law regarding non-discrimination on 
grounds of sexual orientation. LGBTQI-free zones (in essence, humanity-free 
zones) have no place in the “Union of equality,’ as declared by President of 
the Ec Ursula von der Leyen in her speech on September 16, 2020 (European 
Commission, 2020b). 

The issue of “LGBT ideology-free zones” turned out to be particularly rel- 
evant in the context of EU cohesion policy. In its letter dated May 27, 2020, 
addressed to marshals of several Polish voivodeships, the Ec recalled the obli- 
gation stemming from the principle of equal treatment and non-discrimination 
for authorities managing EU funds. The Ec pointed to Article 6 of Regulation 
(EU) no. 1303/2013 requiring that operations supported by European Structural 
and Investment Funds (EsIF) must comply with applicable EU law, including 
respect for Article 2 of the TEU as well relevant provisions of the CFR as well 
as to Article 7 of the Regulation (EU) no. 1303/2013, obliging member states 
to take appropriate steps to prevent any discrimination based on sex, racial 
or ethnic origin, religion or belief, disability, age or sexual orientation, during 
the preparation and implementation of ESIF programs. In the Commission’s 
view, the adoption branding LGBTI community postulates as “ideology” and 
declaring their territories as “LGBT unwelcome,” put into question the capacity 
of these regional managing authorities to ensure compliance with the horizon- 
tal principle of non-discrimination in the implementation of ESIF programs. 
What is important in the perspective of the aim of this chapter, the Commis- 
sion highlighted that declaring “LGBT free” or “LGBT unwelcome’ territories, 
workplace, or services constitutes an action that is against the values set out in 
Article 2 TEU rights (European Commission, 20204). 
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As the situation did not change, in July 2021 the Ec decided to launch 
infringement procedure under Article 258 TFEU against Poland related 
to equality and the protection of fundamental rights, and in particular in 
response to the declaration of “LGBT ideology-free zones.” In the Commis- 
sion’s view the Polish authorities failed to fully and appropriately respond 
to its inquiry regarding the nature and impact of this type of discriminatory 
resolutions against LGBT persons voted by several Polish regions and munici- 
palities (INFR(2021)2115). 

Being worried that the principle of non-discrimination in the implemen- 
tation of ESIF was not ensured by the regional and local authorities which 
adopted anti-LGBT resolutions, the EC, ina letter of September 3, 2021 referring 
to the instigated infringement procedure, encouraged authorities of regions 
that declared themselves as “LGBT ideology-free zones” to undertake any pos- 
sible corrective measures with regard to the resolutions in order to eliminate 
the risk that the fundamental values enshrined in Article 2 TEU as well as 
provisions of the Charter of Fundamental Rights are violated. Therefore, the 
EC put on hold the REACT-EU program amendments in relation to relevant 
regional operational programs (European Commission, 2021b). 

Apparently, the risk of loss of EU funding seemed to be — at least partially — 
an effective incentive: some local authorities withdrew their anti-LGBT reso- 
lutions. Nevertheless, as long as some of the anti-LGBT declarations have not 
been revoked, the problem still exists. 


3.2 The Hungarian Case 

The Ec’s determination to use all available instruments to defend the core 
EU values of equality and respect for individual dignity and human rights has 
resulted in the instigation of infringement procedures to protect the right not 
to be discriminated against. This can be seen in letters of formal notice sent to 
Hungary in two cases. 

The first one addresses a law adopted on June 23, 2021, which stipulates a 
number of discriminatory measures in Hungary. In particular, the law prohibits 
or limits access to content that promotes or portrays the so-called “divergence 
from self-identity corresponding to sex at birth, sex change or homosexual- 
ity” for individuals under 18. As Hungary failed to explain why the exposure of 
children to LGBTIQ content as such would be detrimental to their well-being 
or not in line with the best interests of the child, the Commission found this 
action to violate many EU norms. In particular, this includes the violation of 
human dignity (Article 1 of the Charter), freedom of expression and informa- 
tion (Article 11), the right to respect of private life (Article 7), as well as the right 
to non-discrimination (Article 21). As the Ec highlighted explicitly, because of 
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the gravity of these violations, the contested provisions also violate the values 
laid down in Article 2 TEU. 

The second Hungarian case in which the Ec decided to apply Article 258 
TFEU concerns the obligation set by the Hungarian Consumer Protection 
Authority on the publisher of a book for children presenting LGBTIQ people 
to include a disclaimer that the book depicts forms of “behaviour deviating 
from traditional gender roles.” In terms of equality principle, the Ec found this 
as discrimination based on sexual orientation. As Hungary did not justify the 
restriction of the right to non-discrimination as enshrined in Article 21 of the 
Charter, the Commission has decided to send Hungary a letter of formal notice. 

It must be pointed out that in those cases, differently from the ones referred 
to Poland, the rule of law conditionality would not be applied, since — as Com- 
missioner Jourova explained — this mechanism allows the EU to suspend or 
limit a member state’s access to EU funding in the event of a violation (of the 
rule of law) that has a “sufficiently direct” impact on the EU budget, particu- 
larly in cases of corruption and tax evasion. 

The abovementioned examples illustrated that the new mechanism of pro- 
tection of LGBT+ persons emerged under which Article 258 TFEU may be used 
a tool of defense of the EU core value of equality and discrimination in the 
context of the rule of law and other EU values (INF_21_3440). 


4 Conclusions 


As the above-mentioned examples show, the crisis of the rule of law — marked 
by several infringement procedures instigated by the Ec against Poland as well 
as against Hungary — goes hand in hand with the decline in the level of protec- 
tion of human rights, especially the right to non-discrimination. It must be 
highlighted that action of all public authorities within the limits set by law, in 
accordance with the values of democracy and fundamental rights, including 
the right to non-discrimination and under the supervision of an independent 
and impartial judge constitutes the merit of the rule of law. Threat to any of 
these components implies — inevitably — erosion of the latter principle. 

To prevent transmitting this destructive trend to the EU level and to protect 
the EU rule of law being a public good in the community based on law, the EU 
undertook several steps. It proved that despite the body of EU instruments 
and processes to uphold Article 2 TEU values, the effectiveness of the EU 
actions requires the adoption of “hard” financial instruments. This has twofold 
consequences. Firstly, it shows that the EU public goods (such as right to non- 
discrimination) might be priced. Secondly, it shows that the conditionality 
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mechanism, linking EU funds to the rule of law, is in fact a tool of last resort to 
convince member states to fully comply with EU values. In the process of cre- 
ating an ever closer union among the peoples of Europe, the economic union 
has gained axiological foundation. 

Note: A. M. Romito, Associate Professor of European Union Law at the 
University of Bari Aldo Moro, is the author of Sections 2, 2.1, and 2.2 of this chap- 
ter. A. Szczerba, Associate Professor at the Jacob of Paradies University in Gorzów 
Wielkopolski, is the author of Sections 2.3 and 3. The introduction and the con- 
clusions express the views of both authors. The writing of this chapter has been 
funded by the European Union under the project “Between Hate and Equality: 
The EU as a Guard of Human Rights and Non-discrimination” (EUHatEq), pro- 
ject no. 101047948. The views and opinions expressed here are those of the authors 
only and do not necessarily reflect those of the European Union or the European 
Education and Culture Executive Agency (EACEA). Neither the European Union 
nor the granting authority can be held responsible for them. 
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PART 3 


Multilateral Trade: How Do International 
Organizations Use It To Foster a More 
Sustainable World? 


CHAPTER 6 


Trade as a Tool of Sustainable Development in 
the Context of Regulatory Systems Created by 
International Organizations (WTO, OECD) 


Lenka Fojtikova 


1 Introduction 


Trade as an economic activity has a long history which is connected with 
forming civilization, establishing towns, and creating individual states. In 
the modern era, nations are more closely linked than ever before through 
trade in goods and services, flows of money, and investment in one other’s 
economies. Free trade and capital flows enable countries to produce and sell 
more through national borders and to compete with one other in the world 
markets. Although international competition results in lower costs and prices, 
the growing production and trade can also have a negative impact on the envi- 
ronment and human life. On the other hand, trade reinforces international 
cooperation and contributes to a peaceful coexistence among nations. As 
international trade plays an important role in the development of many coun- 
tries, on the multilateral level the process of trade liberalization is governed 
by some international organizations. There are in particular two international 
organizations, namely the World Trade Organization (wToO) and the Organisa- 
tion for Economic Co-operation and Development (OECD), which currently 
contribute to the achievement of the Sustainable Development Goals through 
international trade. 

The aim of this chapter is to show the main problems in the trade liber- 
alization process with focus on three areas of trade that represent the most 
sensitive areas of multilateral negotiations: agricultural trade, services trade, 
and intellectual property protection. The main hypothesis is that trade lib- 
eralization, which is carried out under the wWTo multilateral framework and 
supported by the OECD, contributes to sustainable development in the world. 
The main contribution of this chapter is that it gives the current view on the 
role of the wTo and the OECD in achieving sustainable development via trade 
liberalization processes. 

The empirical verification of the fulfillment of the main tasks of the wro 
and the OECD in the field of trade liberalization has the character of qualitative 
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research, and is carried out using secondary sources, including scientific arti- 
cles, official reports, and statistical data 

The content of this chapter is structured along three sections. Section 1 
points out some economic and environmental aspects of globalization. 
Section 2 introduces the role of the wro and the OEcD in achieving environ- 
mental sustainability. Section 3 depicts the endeavors as well as difficulties 
that arise from the current WTO negotiations in agricultural trade, trade in ser- 
vices, and intellectual property protection with focus on the environment. The 
chapter ends with the presentation of some conclusions. 


2 Economic and Environmental Aspects of Globalization 


Economic globalization speeded up processes in the world economy and 
contributed to the economic development of many countries. During the 
last several decades some developing countries! (such as China, India, Brazil, 
South Korea, and some others) became the largest economies and the leading 
exporters and importers of goods and services in the world. Because of trade, 
millions of people can produce to export, and, thus, increase their consump- 
tion. Besides these positive phenomena, which are the result of interdepend- 
encies between production, consumption, and job creation, however, the 
expansion of production and trade resulted in growing environmental prob- 
lems, such as air, water, and soil pollution, global warming, declining biodiver- 
sity, overpopulation, waste disposal, ocean acidification, deforestation, water 
scarcity, acid rain, ozone layer depletion, and public health issues. For exam- 
ple, Robalino and Herrera (2010), who analyzed the interface between trade 
and deforestation, found out that deforestation was affected by agricultural 
output prices, deducing that trade affects these prices as well as the deforesta- 
tion rates. Empirical evidence confirms that increases in the agricultural and 
timber process lead to an increase in deforestation in Mexico, Tanzania, Thai- 
land, Brazil, Costa Rica, Australia, and Brazil (Robalino & Herrera, 2010). Thus, 
growing production and pressure on raw materials consumption can have a 
negative impact on the environment, health of people, and the quality of life. 
Another example is the world’s fastest-growing sea corridor, the North- 
ern Sea Route. This project has economic, but also ecological consequences. 
Although it will bring benefits for some economies due to the reduction of 


1 The classification of UNCTADStat distinguishes two main groups of regions, i.e., develop- 
ing and developed regions, based on the development status in accordance with the United 
Nations’ Standard country or area codes for statistical use (the M49 standard). 
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distance among countries, it may have detrimental effects on the environment, 
such as increasing emissions into the air, the increasing release of oil through 
spills, or introducing invasive alien marine species (Dellink et al., 2017). 

In general, the liberalization of trade and investment flows contributed 
to the geographical fragmentation of production, which also increased trade 
with components produced in different parts of the world. The predominant 
part of the world production, especially in the manufacturing sector, is cur- 
rently internationalized through global value chains (Gvcs), in which every 
country or region specializes on the production of a piece or component. It 
leads to “trade in tasks”? that adds value along the production chain. Thus, 
international trade is created by countries that participate in these GVCs as a 
source of raw materials, manufacturing countries that make and process them, 
and those that export the final goods to be consumed. Complex Gvcs are the 
opportunity for many countries on different economic levels to participate in 
world trade. However, it is important to ensure GVCs themselves are environ- 
mentally and socially sustainable (Okonjo-Iweala, 2022). 

A typical case of this phenomenon is a developing Asia. On the one hand, it 
is the largest recipient of foreign direct investment (FD1), accounting for more 
than half of the global FDI (UNCTAD, 2021b), and East Asia is the main indus- 
trial “factory” in the world, clearly illustrated in trade statistics. Between 1948 
and 2020 the share of Asia in world merchandise exports increased from 14 per- 
cent to more than 36 percent (WTO, 2021b), especially due to the Chinese trade 
expansion. The important role of Asia in world trade has also been obvious in 
the time of COVID-19. In 2020, while global trade declined in volume terms 
by 5.3 percent, Asias merchandise trade was only down by 0.5 percent (WTO, 
2021b). On the other hand, Asia is a region that accounts for about 60 percent 
of the world population, and has many environmental problems. For example, 
of the top 40 most polluted cities in the world, 37 are in South Asia. Overall, it 
contributes to around 11 percent of all deaths, and approximately 40 million 
disability-adjusted life years in South Asia (World Bank, 2021). However, air 
pollution as well as water pollution is not a localized phenomenon. It is trans- 
ported across borders, and its effect spreads to places far away from the source. 
Thus, these global problems require global solutions through international 
organizations, such as the World Trade Organization and the Organisation for 
Economic Co-operation and Development. 

Another issue arises from the fact that different ecological and work stand- 
ards and claims on achieving sustainability in the individual countries also 


2 This new paradigm was first used by Princeton University economists Gene Grossman and 
Esteban Rossi-Hansberg (Grossman & Rossi-Hansberg, 2006). 
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have an impact on the country’s competitiveness. As Low, Marceau, and 
Reinaud (2011) state, when an industry in one country assumes additional 
costs in order to reduce greenhouse gas emissions and those same industries 
in other countries incur lesser (or zero) costs, this may affect geographical pat- 
terns of investment, production, and trade, but emission will not be reduced, 
but only shifted to another country or region. The results of a study, which 
was focused on the economic consequences of climate change, show that 
despite being negatively affected by climate damages, a region may increase 
its competitiveness if other competitors for a certain market are more severely 
damaged, or there is a move to specialize in the production of other goods 
(Dellink et al., 2017). 

On the whole, the world production and consumption are increasing, the 
living standards are improving and the populations are becoming better off, 
but these developments also create new demands on the environment and 
depleted natural resources. As the OECD projected, between 2017 and 2060 
the resources used will nearly double from 89 to 167 gigatons (Yamaguchi, 
2021), and with respect to the prospect of a world population of g billion by 
2050, we need to produce and consume more sustainably and foster innova- 
tion. Elms and Low (2013) state that besides ecological aspects, social inequal- 
ity within and between societies is an important element of sustainability as 
well. They argues that, although governments have a major role in these mat- 
ters, little success is shown in fostering cooperation in which governments can 
advance common policies, with respect to the stalled Doha negotiations in the 
WTO, in climate change negotiations, and in discussion over a new interna- 
tional financial architecture (Elms & Low, 2013). 

Although trade is the fuel of economic globalization, and usually has a 
direct impact on the environment by increasing pollution or degrading natural 
sources, it can also be the driver of environmental sustainability. For example, 
the support of a circular economy makes resource use more sustainable. In this 
vein, the results of Steinfatt’s (2020) analysis show that besides resource sav- 
ings, circular economy brings environmental outcomes, trade, and economic 
diversification. 

The effect of trade on the environment is, thus, dual. On the one hand, trade 
liberalization may lead to specialization in pollution-intensive activities in 
some countries if environmental policy stringency differs across countries. On 
the other hand, trade liberalization enables countries to get new technologies 
that make local production cleaner. In addition, as a country is more integrated 
within the world economy through GvCs, its exports become more exposed 
to environmental standards created by the leading importers. However, the 
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positive or negative effects of trade on the environment can also have an oppo- 
site impact, i.e., from the environment to trade. This impact can been seen, 
for example, when the results of climate change (extreme weather and rising 
sea levels) have a negative impact on maritime shipping, which accounts for 
around 80 percent of global trade by volume (OECD, 2022). 

Thus, the cooperation on the creation of a suitable institutional framework, 
which would protect the environment but not create new barriers to trade, is 
desired at the local, regional, national, and international levels. In this con- 
text, Jansen and Keck (2004) argue that in theory the wTo law provides the 
appropriate tools to ensure rulings that are consistent with economic think- 
ing, but economists usually have imperfect knowledge of the precise welfare 
effects of the different types of environmental policies. In practice, therefore, it 
is questionable whether economists are able to give adequate guidance to legal 
experts when it comes to the evaluation of national environmental policies 
(Jansen & Keck, 2004). Thus, the development of a set of trade and environ- 
mental indicators by the OECD in order to analyze the relationship between 
domestic environmental regulations and international policies is essential to 
better understand the interactions between trade and environmental poli- 
cies (Garsous, 2019). In terms of the wro, Low, Marceau and Reinaud (2011) 
state that the existing GATT and WTO rules were not drafted to address climate 
change problems and policies. 

From the focused analysis of the link between sustainability and trade or 
trade policy in the abovementioned literature, this chapter considers sustain- 
ability as a complex issue, and verifies the theory of public goods in the fulfill- 
ment of tasks by the wro and OEcp in the field of the liberalization processes 
in order to foster a more sustainable world. 


3 The Role of the wro and the OEcp in Achieving Environmental 
Sustainability 


The wTo as well as the OECD are both international organizations that pro- 
pound the idea of open markets for trade and investments around the world in 
order to achieve sustainable development. 

The OECD was the first international organization that established the 
Joint Working Party on Trade and Environment in 1991, i.e., a standing body to 
examine trade and environmental issues and to develop discussion on differ- 
ent levels around evidence-based analysis concerning the environment, such 
as the reform of fossil fuel subsidies. The OECD, as a long-standing partner of 
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the United Nations (UN), also contributes to achieving the Sustainable Devel- 
opment Goals (spGs)? which were adopted by the UN General Assembly in 
September 2015 by a wide range of policy tools, analytical work and dialogue 
platforms. In 2016, the OECD issued an action plan in which it introduced how 
it would support the achievement of the 2030 Agenda for Sustainable Devel- 
opment launched by the United Nations in 2015. The action plan determines, 
among other things, the implementation of the OECD Guidelines for Multina- 
tional Enterprises as well as related guidance on responsible supply chains, the 
dissemination of the updated oEcD Policy Framework on Investment, which 
helps countries to improve their investment climates, and the support of mar- 
ket opening as well as trade facilitation initiatives (OECD, 2016). 

In order to share national experience in the implementation of the 2030 
Agenda, annual meetings of the OECD Council and Partners as well as inter- 
national organizations are held. The last meeting took place in 2021 in virtual 
format with over 65 participants. It discussed the role of tax in delivering SDGs, 
the importance of private investment to foster progress towards SDGs, and the 
budget process and public procurement to accelerate progress on SDGs. 

In the wTo, the discussion about the optimal use of the world’s resources in 
accordance with the objective of sustainable development and seeking both to 
protect and preserve the environment started during the GATT rounds of nego- 
tiationsin1970. After the establishment of the WTO in1995, the issue of sustaina- 
ble development was introduced in the Preamble of the Marrakesh Agreement 
establishing the World Trade Organization. Thus, the environmental goals were 
to be achieved in compliance with the multilateral trade principles on which the 
WTO exists. This means that the fundamental principles of non-discrimination, 
transparency, and predictability create the framework for the wro members 
to implement measures in order to achieve environmental goals. 

Regardless of the non-discrimination rule, Article xx of the General Agree- 
ment on Tariffs and Trade (GATT) enables the wro members in a specific situ- 
ation to adopt measures that are inconsistent with the non-discriminatory 
principle but necessary to protect human, animal or plant life or health, or 
related to the conservation of exhaustible natural resources. The phrase 
“exhaustible natural resources” was interpreted broadly to include not only 
mineral or non-living resources, but also endangered living spaces. Like GATT, 
the General Agreement on Trade in Services (GATS) contains general excep- 
tions in Article xtv, which covers environmental concerns. Besides the two 
pillar agreements, GATT and GATS, other multilateral agreements also include 


3 Many of the 17 SDGs and the associated 169 targets involve long-standing trade-related issues, 


such as the reform of government support for fisheries or fossil fuels. 
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the right to adopt appropriate measures to protect human, animal or plant life 
or health and environment. 

In connection with discriminatory treatment, in the history of GATT and 
the WTO environmental policies were the subject of only nine panel proceed- 
ings from a total of 356 disputes (from 1995 to 2020) involving the examination 
of environmental measures or human health-related measures. The countries 
most often accused of abusing Article xx of GATT were the United States, and 
members of the European Communities/European Union. 

Recording environmental-related notifications and measures in the wTo 
contributes to transparency and avoiding discriminatory treatment. In 2021, 
the wro members submitted 827 environmental-related notifications, which 
was 16.7 percent of the total submitted notifications (WTO, 2022). Since 1997, 
there has been a sustained increase in the number of environmental-related 
notifications to the wTO. The share of environmental-related notifications as a 
percentage of all notifications more than doubled over the same period albeit 
with year-on-year fluctuations (see Figure 6.1). The predominant part of envi- 
ronmental-related notifications was related to the Technical Barriers to Trade 
(TBR) Agreement. Thus, in the period 2009-2020 more than 62 percent of the 
total environmental-related notifications was covered by the TBR Agreement 
(WTO, 2022). Figure 6.1 depicts the total number of environmental-related 
notifications (the left axis) in the period 1997-2020 for which data are avail- 
able, and the proportion of environmental-related notifications to the total 
number of notifications (the right axis). 
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FIGURE 6.1 Environmental-related notifications in the wTO in 1997—2020 
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FIGURE 6.2 Top10 wTO members by environmental-related notifications and measures in 2009-2020 
SOURCE: OWN ELABORATION, DATA FROM THE WTO ENVIRONMENTAL DATABASE 
(WTO, 2022) 


Besides notifications, the Committee on Trade and Environment recorded 
14,604 environmental-related measures that were introduced by the wro 
members in the period 2009-2020. The Committee receives data about envi- 
ronmental-related measures from regular Trade Policy Reviews, which enables 
the Committee to understand how the wro members are addressing environ- 
mental challenges through specific trade policy measures. For example, the 
Trade Policy Review of Malaysia in 2017 showed that the Malaysian govern- 
ment encouraged R&D, promoted small and medium-sized enterprises (SMEs), 
and boosted the production and use of green technology (Lim et al., 2020). In 
2009-2020, the highest number of environmental-related notifications as well 
as measures were recorded by the European Union (EU), the United States of 
America (USA) and China (see Figure 6.2). 

Thus, the role of the wro in achieving sustainable development lies in 
ensuring rule-based trade and discussing trade measures adopted for environ- 
mental objectives announced by the wTo. In addition, the wro Secretariat 
collaborates with the UN’s environmental entities in order to ensure mutual 
supportiveness between trade and environmental policies. 


4 Liberalization Processes in the WTO on the Way to Sustainability 
The wTo as a supporter of free trade plays an especially important role in 


ensuring market access for environmental goods and services. In the era of the 
WTO, the first environment-specific discussion was opened in the Doha Round 
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of trade negotiations, which was launched in 2001. In Doha, the wro members 
received a mandate to negotiate certain areas focused on trade and environ- 
ment, particularly the relationship between the multilateral trade agreements 
governed by the wTo and those of other agencies. These negotiations are man- 
aged by the Trade and Environmental Committee under Special Sessions. 

On this base, in July 2014 a group of wro members started negotiations in 
order to establish the Environmental Goods Agreement (EGA). The main idea 
of the EGA was to promote trade in key environmental products, such as wind 
turbines and solar panels to help achieve environmental and climate goals. 
The agreement was negotiated among 18 participants representing 46 WTO 
members (see Figure 6.3), benefiting all wro members on the most favored 
nation (MEN) basis. 

Although the EGA negotiations only covered about one-third of the wro 
members, the participants accounted for the majority of global trade in envi- 
ronmental goods, which more than doubled to US $1,260 billion between 2003 
and 2016, namely due to renewable energy plants that accounted for about 
35 percent of exported environmental goods. In relative terms, the share of 
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FIGURE 6.3 Negotiator countries of the environmental goods agreement 


Note: The negotiators of the EGA were Australia, Canada, China, Costa Rica, European Union, 
Hong Kong (cH), Iceland, Israel, Japan, South Korea, New Zealand, Norway, Singapore, 
Switzerland, Liechtenstein, Chinese Taipei, Turkey, and United States. 

SOURCE: OWN ELABORATION 
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trade in environmentally related goods in global trade grew from 7.2 percent to 
8.1 percent (OECD, 2022). 

Commitments to reduce bound tariffs on those goods to zero was based on 
the APEC List of 54 Environmental Goods. In the period 2001-2016, 18 rounds 
of negotiations took place, especially in Geneva. Participants held a discus- 
sion on product coverage and the EGA text in various configurations. In 2015, 
the negotiations already included a list of roughly 650 product groups of the 
Harmonized System, and discussions were held in small groups that included 
the key proponents and opponents of each product (Global Affairs Canada, 
2014). Although constructive talks were held, the participants were not in a 
position to close the EGA negotiations, which were suspended at the end of 
2016. Regardless of the unsuccessful negotiations, the average tariffs applied 
to the imports of environmental goods in the OECD countries declined from 
1.7 percent in 2003 to 0.8 percent in 2016. Tariffs in countries outside the OECD 
area were significantly higher, but also declined from 7.4 percent to 4.1 percent 
at the same time (OECD, 2022). However, tariffs on renewable energy goods 
and heat pumps remained on a high level, i.e., between 10 and 14 percent 
(Okonjo-Iweala, 2022). 

Besides negotiations about lowering tariffs on environmental goods, three 
new initiatives were developed in the wTo. In November 2020, 50 WTO mem- 
bers of a large diversity, whose number increased to 71 in 2021, launched 
negotiations about environmental sustainability on the basis of structured 
discussions. The participants of the structured discussion include the busi- 
ness community, civil society, international organizations, and universities. 
They discuss topics such as trade-related climate measures, sustainable sup- 
ply chains, environmental goods and services, a circular economy, and many 
others. Another initiative was recorded in June 2021 when a group of 16 WTO 
members* launched an informal dialogue about the rising environmental, 
health, and economic costs of plastic pollution. The global efforts to reduce 
plastic waste and move towards a circular plastics economy should also be a 
topic for the wTo’s 12th Ministerial Conference, which has already been post- 
poned twice due to the pandemic. The last initiative was developed by 45 wro 
members, and is focused on a fossil fuel subsidy reform. 


4 The group of 16 wro countries includes Australia, Barbados, Cabo Verde, Canada, the 
Central African Republic, China, Ecuador, Fiji, the Gambia, Jamaica, Morocco, New Zealand, 
Switzerland, Thailand, and the United Kingdom (wTo, 20214). 
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4.1 The Liberalization of Agricultural Trade 

The liberalization of agricultural trade has belonged to the most sensitive 
areas of multilaterally led negotiations for decades. The restart of the negotia- 
tions began in early 2000 under a mandate set out in Article 20 of the wTO 
Agreement on Agriculture. Besides the liberalization of agricultural trade, 
the agreement mentioned that talks should consider other objectives, such 
as food security and the protection of the environment. These issues are also 
covered by the wTO Agreement on Sanitary and Phytosanitary Measures. The 
agreement enables members to adopt sanitary and phytosanitary measures for 
environmental purposes, but should not create unnecessary obstacles to trade, 
should not discriminate between members, and measures should be adopted 
in a transparent way. Thus, the role of the wTo lies in making markets more 
sustainable, stable, and predictable through trade rules. Trade talks could also 
improve the competitiveness and resilience of producers, and food security for 
consumers. Moreover, the wTo trade negotiations could contribute to a more 
effective allocation of scarce global resources, such as reducing the levels of 
agricultural supports that are connected with greenhouse gas emissions, and 
thus mitigate the negative impact of climate changes. 

The current agricultural negotiations are held in the frame of the Doha 
Round that was launched in 2001. Agriculture is a part of a “single undertak- 
ing,” which means that all areas of negotiations will be finalized as a whole 
package. As a result, while the objectives of the trade talks were set in 2001, 
the wro members reached progress especially in the trade talks at the 2013 
Bali Ministerial Conference and the 2015 Nairobi Ministerial Conference. The 
farm trade package, which was agreed at the Ministerial Conference in Bali 
in 2013, includes facilitating imports that are allowed under tariff rate quo- 
tas, reflecting the various needs of developing countries and granting them 
some exemptions. The Nairobi package includes the commitments of the wTO 
members such as to abolish agricultural export subsidies and set new rules 
for other forms of farm export support, which went hand in hand with the 
UN’s Sustainable Development Goals, namely SDG 2.5 However, some coun- 
tries consider the Nairobi Decision as “unfinished business” with respect to 
various measures which can have similar effects on trade comparable to those 
of export subsidies. Moreover, although export subsidies were abolished, the 
area of domestic support remains the most crucial topic in the agricultural 
negotiations until now. 


5 SDG 2 deals with the end of starvation, achieving food security and improved nutrition, and 
promoting sustainable agriculture. 
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Regardless of the fact that particular progress in the farm trade talks was 
reached at the Bali and Nairobi Ministerial Conferences, persistent gaps 
between the negotiating positions among the wro members continue to exist. 
The current agricultural negotiations focus on seven topics, such as domestic 
support, market access, export competition, export prohibitions and restric- 
tions, and the area of cotton. The other two areas include negotiations on a 
new special safeguard mechanism and talks on public stockholding programs 
for food security purposes. Both areas of these negotiations cover the special 
issues of developing countries, such as allowing them to temporarily increase 
tariffs in the event of a sudden surge in import volumes or price depression, 
and to apply farm subsidy rules at government-set prices. 

The 2030 Agenda for Sustainable Development, namely SDG 14.6, aims to 
prohibit certain forms of fisheries subsidies which would contribute to overca- 
pacity and overfishing by 2020. 

Public spending has contributed to a situation where nearly half of the 
global marine fish stocks are overfished, threatening the livelihoods of 260 
million people (Okonjo-Iweala, 2022). Although the wro plays an important 
role in this issue, the deadline which was set by the 2030 Agenda was not 
performed and negotiations have continued until now. The Ministerial Dec- 
laration from the wTo’s uth Ministerial Conference includes the decision to 
conclude negotiations and adopt an agreement on fisheries subsidies reflect- 
ing the UN Sustainable Development Target 14.6, namely to prevent illegal, 
unreported, and unregulated fishing. The draft agreement on fisheries subsi- 
dies was submitted by the wTo negotiators in November 2021 for considera- 
tion by the wro ministers at the 12th Ministerial Conference in Geneva in 
December 2021. Although the draft text covers all negotiated topics, including 
specific provisions for least developed countries (LDCs) members as well as 
technical assistance and capacity building assistance to developing countries, 
it does not represent the final text. The main reason is that many disagree- 
ments remain in the individual negotiation groups (see Table 6.1). In addition, 
the 12th Ministerial Conference was postponed due to the CovID-19 pandemic 
developments to June 2022. The Ministerial Decision of 17 June 2022 has only 
confirmed the need to continue the negotiations to make recommendations 
to the 13th WTO Ministerial Conference for additional provisions that would 
achieve a comprehensive agreement on fisheries subsidies. 

With respect to the fact that the wro currently has 164 members with 
different interests, finding compromise solutions in trade talks is often very dif- 
ficult. Thus, countries create coalition groups that speak with one voice using a 
single coordinator or negotiating team in the wTo practice. Table 6.1 shows the 
main groups engaged in agricultural negotiations held under the wTo frame- 
work. The overview of the negotiation groups indicates some facts: besides the 
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Groups Description Issues WTO 
members 

ACP African, Caribbean, and Pacific countries Agricultural 62 
with preferences in the EU preferences 

African Group African members and observers of thewro General 44 

Asian Developing Asian developing wTO members General 35 

Members 

Land-locked Informal group of land-locked developing General 26 

Developing Countries countries 

Mercosur Common Market of the Southern Cone, a General 4 
customs union 

G-go African Group + ACP + LDCs General 72 

LDCS Least developed countries General 35 

SVES Small, vulnerable economies General 32 

Article x11 Members A group composed of members that joined General 23 
the wTo after 1995 

Low-income A group is seeking to secure the same Agriculture 3 

economies in transition treatment as LDCs 

Cairns group A coalition of agricultural exporting nations Agriculture 19 
lobbying for agricultural trade liberalization 

Tropical products A coalition of developing countries seeking Agriculture 8 
greater market access for tropical products 

G-10 A coalition of countries lobbying for Agriculture 
agriculture to be treated as diverse and 9 
special because of non-trade concerns 

G-20 A coalition of developing countries pressing Agriculture 
for an ambitious reform of agriculture in 23 
developed countries with some flexibilities 
for developing countries 

G-33 A coalition of developing countries striving Agriculture 
to undertake limited market opening in 47 
agriculture 

Cotton-4 A West African coalition seeking cuts in Agriculture 5 
cotton subsidies and tariffs 

Pacific Group Developing country members of the Pacific General 6 


Islands Forum 


SOURCE: WTO (2022) 
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agricultural aspect, the negotiation groups usually reflect geographical cover- 
age, they are of different sizes and predominantly represent the interests of 
developing countries. 

The main exporter as well as importer of agricultural products is the Euro- 
pean Union (EU). In 2020, the EU shared by more than 36 percent in the world 
agricultural exports and by about 32 percent in the world agricultural imports. 
Besides the EU, the USA, China, Brazil, Canada, Indonesia, Thailand, Mexico, 
India, and Argentina are also among the top ten agricultural exporters. The 
list of the top ten agricultural importers is a little bit different; it includes the 
EU, China, the USA, Japan, the United Kingdom, Canada, South Korea, Russia, 
Mexico, and India. However, except for India, the other countries are also 
among the leading exporters and importers of food. All these leading export- 
ers and importers shared in the world agricultural and food trade by more than 
70 percent in 2020 (WTO, 2021a). This probably explains why these countries 
are only sporadic participants in the wTo agricultural coalition groups. 


4.2 Liberalization of Trade in Services with Focus on the Environment 

As Sauvage and Timiliotis (2017) state, there are strong complementarities 
between environmental goods and the provision of services, because numer- 
ous services are essential to the proper delivery and functioning of environ- 
mental equipment. As trade in environmental goods has lowered the price of 
cleaner technologies, it appears that trade in environmental services could 
lower the cost of environmental protection (OECD, 2022). Thus, negotiations 
about removing barriers to trade in goods should be accompanied by liberali- 
zation in trade in services. 

Environmental services represent one of the broad 12 service sectors which 
are qualified in the Services Sectoral Classification List (the W/120 Classifica- 
tion List). The Classification List is based on the UN’s Central Product Classifi- 
cation, which also distinguishes four environmental subsectors: 

— Sewage services (A) 


Refuse disposal services (B) 


Sanitation and similar services (C) 
— Other environmental services (D)® 
However, the scope of what has the character of environmental related ser- 
vices is the subject of long-term discussions, and also many other services not 


6 Other environmental services include the cleaning of exhaust gases, noise abatement ser- 
vices, nature and landscape protection services, and other environmental protection services 
which correspond to the four other environmental service subsectors identified in the UN’s 
Provisional Central Product Classification (WTO, 2022). 
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classified as environmental have environmental use. For example, repair or 
preservation can play an important role in the installation and functioning of 
environmental facilities. Thus, for removing barriers to trade, especially non- 
tariff barriers, a better identification of environmental-related services would 
be desirable. 

In principle, the so-called core environmental services, such as wastewater 
treatment and solid-waste management, are public goods. They have several 
specific characteristics, i.e., they benefit all members of society, they are non- 
excludable and non-rivalrous from consumption. They require large-scale 
investment, and, thus, they are managed and financed by public utilities or a 
few large multinational companies from developed countries. Besides infra- 
structure environmental services, specialized small firms can also provide 
non-infrastructure environmental services, such as consulting, legal services, 
accounting services, etc. This is also an opportunity for small suppliers from 
developed as well as developing countries. Thus, besides trade liberalization, 
the privatization of the suppliers of environmental services is important 
as well. 

Trade in environmental services has gained significance in recent years, par- 
ticularly in connection with global challenges, such as climate change, resource 
depletion, and waste generation. Moreover, the development of new technolo- 
gies has also contributed to the growth of this sector, with new areas of trade 
negotiations dealing, for example, with the circular economy transition. 

In the wTo, the General Agreement on Trade in Services (GATS) modifies 
trade in environmental services. The GATs sets rules for trade in services based 
on non-discriminatory treatment. Like Article xx of GATT, paragraph (b) of the 
GATS allows the wTO members to adopt policy measures that would normally 
be inconsistent with the Garts if it is necessary to protect human, animal or 
plant life or health. However, these measures should not result in arbitrary or 
unjustifiable discrimination and should not constitute hidden protectionism.” 

The liberalization of services is generally carried out through members’ 
commitments. Every wTO member has a national schedule, which includes 
two types of commitments, i.e., horizontal and specific commitments 
accepted through services sectors and subsectors corresponding to the W/120 
Classification List. While horizontal limitation® is applied across all sectors 
and often refers to a particular mode of supply (see Table 6.2), specific 


7 The cats also determines six types of quantitative restrictions, including limitations on 
types of legal entity and on foreign equity participation. 

8 Horizontal limitations include limitations on real estate ownership or lease, foreign equity 
limitations, economic needs tests, residency or nationality requirements for directors, 
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TABLE 6.2 Examples of services provided by wro modes of supply 


Mode Description Example 

1— Cross-border From the territory of one A company monitors and 

trade member into the territory of diagnoses its wind turbines 
any member from one foreign-based 


remote operations center. 
2- Consumption In the territory of one member An engineer travels abroad to 


abroad to the service consumer of any further his or her knowledge 
other member of energy efficiency through 
a course organized by foreign 
experts. 
3 — Commercial By a service supplier of one A firm establishes several 


presence abroad member, through commercial subsidiaries abroad to provide 
presence in the territory of any environmental consulting and 


other member engineering services locally. 
4 — Temporary By a service supplier of Experts in a particular 
presence of natural one Member, through the environmental domain travel 
persons abroad temporary presence of natural abroad to train local staff or 
persons of member in the conduct repairs. 


territory of any other member 


SOURCE: SAUVAGE AND TIMILIOTIS (2017) 


commitments deal with only a particular service, and specify the levels of mar- 
ket access and national treatment. When a member receives a commitment in 
a sector or subsector it must indicate for each mode of supply what limitations 
it maintains on market access. Practical examples of the four modes of supply 
through which services are traded in the wro framework with focus on the 
environmental industry are introduced in Table 6.2. 

The wTo negotiations about trade liberalization in the environmental sec- 
tor began in January 2000 under the Council for Trade in Services. Between 
2000 and 2002, seven WTO members (Australia, Canada, Cuba, Colombia, EU, 
Switzerland, and the US) submitted negotiation proposals. Besides proposals 
to ensure market access for environmental services, these countries proposed 
to broaden the sectoral classification of environmental services to bring the 


discriminatory minimum capital requirements, technology transfer requirements, and the 
obligation to train nationals. 
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W/120 Classification List into line with the current practice in trade in services. 
For example, the European Union and Switzerland proposed a more diversi- 
fied classification with the creation of seven environmental subsectors, which 
would increase the possibility for the wro members to make commitments. 
The USA highlighted the importance of liberalizing core environmental ser- 
vices along with those that are related (namely under business services, con- 
struction services, and distribution services). However, the wro members 
have not agreed so far to formally modify the classification of environmental 
services. In addition, the last report about the results of the wTo’s negotiations 
in environmental service sectors was published by the Trade Negotiations 
Committee in 2010. 

In parallel to these negotiations, the environment has been a part of the 
Doha negotiations which focused on the reduction or elimination of tariff and 
non-tariff barriers to environmental goods and services. It has been included 
in the Doha Declaration (wTo, 2001). After the 2005 Hong Kong Ministerial 
Conference, a group of 23 Wro members submitted a plurilateral request on 
environmental services to a group of 20 other members. This collective request 
included commitments for high levels of market access across all environmen- 
tal service subsectors, in the four modes of supply.? 

However, compared with other sectors, such as tourism, financial services, 
or telecommunications, the level of commitments has remained modest 
(WTO, 2022). As of January 1, 2022, 59 WTO members (counting the EU with 
25 members as one!) had made commitments in at least one environmental 
service subsector. Specifically, 52 members have accepted commitments for 
sewage services, 50 members for refuse disposal services, 51 members for sani- 
tation and similar services, and 51 members for other environmental services. 
Although many empirical studies have confirmed a detrimental effect of pro- 
tectionism on trade (for example, Sauvage & Timiliotis, 2017), the reason for 
only small progress that was recorded in these negotiations can be related to 
the fact that developed countries have a higher interest in the liberalization of 
environmental services than developing countries." 


9 Although environmental negotiations have taken place on a plurilateral base, the out- 
comes of these negotiations are applied on the MEN basis, i.e., to all wro members in 
compliance with the wTo rules. 

10 Although the EU has had 27 members since 2021, the wTo database introduced commit- 
ments for the EU with 25 members in January 2022. 

11 The developed countries which managed the top 50 environmental companies are the 
main consumers and suppliers of environmental services, and developing countries are 
net importers of environmental services (WTO, 2010). 
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4.3 Intellectual Property Protection and Sustainability 

Intellectual property rights (IPRs) can be defined as the rights given to peo- 
ple over the creations of their minds (Cosbey, 2000). They are legally enforce- 
able and are granted by the state to owners of IPRs. They specify a time period 
during which other producers may not copy the innovators’ inventions, giv- 
ing them the possibility to cover the costs coupled with the innovations and 
invest in new research. The argument for IPRs protection is that without the 
protection of new inventions, there would be less innovation. It is cheaper to 
manufacture drugs, computer software, etc. than to develop them. Intellectual 
property protection, thus, has legal, economic, and social aspects. 

While the World Intellectual Property Organization (w1Po) promotes and 
protects intellectual property across the world through the administration 
of international treaties that deal with a wide variety of intellectual property 
issues, the WTO, on the one hand, promotes effective and adequate protec- 
tion of IPRs, and, on the other hand, ensures that measures and procedures to 
enforce IPRs do not become barriers to trade. With respect to the fact that IPRs 
also have an impact on trade and sustainability,” cooperation among the WTO, 
the wIPO, and the World Health Organization (WHO) is needed. While the 
topic of IPRs from the point of view of different international organizations is 
described in more detail in Chapter 14, in this part of the monograph we focus 
solely on the wTo trade liberalization in light of the Sustainable Development 
Goals. 

The wro Agreement on Trade-Related Aspects of Intellectual Property 
Rights (hereafter the TRIPS Agreement) states, in particular, that “the protec- 
tion and enforcement of IPRs should contribute to the promotion of techno- 
logical innovation and to the transfer and dissemination of technology.’ In 
relation to the environment, the TRIPS Agreement (2017) sets certain inven- 
tions ineligible for patenting in order to protect human, animal or plant life or 
health, and to avoid serious harm to the environment. While plants, animals, 
etc., can be excluded from patenting, plant varieties as well as microorganisms, 
etc., have to be eligible for protection either through patents or another spe- 
cific system, or a combination of the two. The discussion about this topic and 


12 Cosbey (2000), in an examination of the effects of the TRIPs Agreement on the sustainable 
development in developing countries, states that the strengthening of 1PRs embodied in 
the TRIPS Agreement will have varied effects on innovation in different countries. Devel- 
oping countries that have a healthy domestic capacity for research and development and 
strong management and marketing skills may benefit from stronger IPR laws in terms of 
increased domestic innovation. Those that do not may be hampered by Trips in their 
ability to develop such capacity through the necessary imitation stage of development. 
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the need to modify the TRIPS Agreement began in 1999 in the TRIPS Council, 
and has continued under the Doha Round framework. The debate currently 
has the form of informal consultations chaired by the wro director-general 
and focuses especially on the relation between the TRIPS Agreement and the 
UN’s Convention on Biological Diversity. 

The topic of IPRs also gained significance at the wro Ministerial Confer- 
ence in Doha in 2001, especially with a focus on public health. As a result of 
the negotiations, a separate declaration to the TRIPS Agreement set the pos- 
sibility to adopt appropriate measures necessary to protect public health. In 
this vein, the Declaration confirmed the governments’ right to use the agree- 
ment flexibilities, in particular, compulsory licensing and parallel import- 
ing. This means that generic versions of the patented product can be locally 
manufactured or imported without the authorization of the patent holder 
(WTO et al., 2020). The decision to remove the final patent obstacles to cheap 
drug imports was accepted by the wro members in 2003, and was replaced 
by a Protocol amending the TRIPS Agreement, which took effect in 2017. In 
practice, it waives the countries’ obligation under the provision of the TRIPS 
Agreement, which says that production under compulsory licensing must be 
predominantly for the domestic market. Removing obstacles in production 
and drug export expresses the fact that public health problems resulting from 
HIV/AIDS, malaria, and other epidemics are global problems with impacts on 
human society, and take development issues fully into account. As a result, 
thanks to the transition period under the TRIPs Agreement, which currently 
exempts LDCs from implementing patent protection for pharmaceutical prod- 
ucts, generic manufactures in Bangladesh have begun producing a generic 
version of remdesivir against the threat of CoviD-19, which is patented in a 
number of other countries (WTO, 2020). 

Besides public health, the flexibilities in the TRIPS Agreement could also 
be applied in other areas in order to contribute to sustainable development 
in the world. For example, some developing countries negotiating climate 
change issues have argued that flexibilities are significant for getting access 
to green technology. At the 14th Global Forum for Food and Agriculture in 
January 2022, Pauman (2022) emphasized the important role of trade in ensur- 
ing efficient agricultural production and in providing access to technologies 
needed to improve soil management. 

Thus, international trade can contribute to sustainable development 
through the wTo negotiations, which have two directions, i.e., negotiations 
about lowering tariffs on environmental goods and using the TRIPS flexibilities 
for getting better access to technologies. 
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5 Conclusions 


Although international organizations, such as the wTo and the OECD, have 
a long tradition in supporting free trade and sustainability, the real achieve- 
ments of trade negotiations led on the multilateral level within the Doha 
Development Round are not visible enough. The analysis of trade negotia- 
tions in the wTo in the area of agricultural trade shows “a grey area” more 
than real progress in trade negotiations. This means that the main topics, such 
as domestic support, market access, export competition, and restrictions, 
have been negotiated for more than 20 years. In the area of services trade the 
technical issue that is connected with the classification of services has been 
negotiated since 2000, and also the level of members’ commitments remains 
low in comparison with other sectors. The only limited success was achieved 
in technological transfer in the area of public health, but other areas for flex- 
ibilities in the TRIPS Agreement remain open for discussion. The main reason 
for the stagnation in the negotiations is the single-undertaking approach that 
the wro members approved within the Doha Round in 2001. As the interests 
of the wro members are different and making compromise solutions is dif- 
ficult, a single undertaking among 164 wro members is impossible. Moreover, 
the trade policy of the individual members usually varies under the influence 
of their domestic policy priorities. 

The plurilateral initiatives under the wro framework show the fact that 
only a limited number of members is interested in trade liberalization. Thus, 
although trade can contribute to sustainable development in many ways, the 
multilateral negotiations are not effective. Therefore, the hypothesis that trade 
liberalization, which is carried out under the WTO multilateral framework and 
supported by the OECD, contributes to sustainable development in the world, 
has not been confirmed. The growing number of environmental-related noti- 
fications in the wTo can, on the one hand, show a transparency in trade, but, 
on the other hand, the environmental-related measures can be the source of 
“green protectionism” in the form of non-tariff barriers. In addition, the data 
about tariffs on the imports of environmental goods declined although the 
EGA was not signed by the wro members. 

Although the OEcD grants analytical support in the form of data for nego- 
tiations on trade and environment and the wTO ensures transparency in trade, 
progress in multilateral trade negotiations is very small. Thus, progress in envi- 
ronmental negotiations in the wTo can be achieved by a complex reform of 
the wTo, which would bring changes in the multilateral system. Besides the 
modernization of the wTo functioning, it would also be desirable to solve new 
aspects of trade that are the result of economic globalization. In this vein, some 
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wTo members, such as the EU, Japan, etc., have already submitted propos- 
als for a WTO reform towards a sustainable and effective multilateral system. 
Besides this, personal changes in the wTo Secretariat occurred as well. Thus, 
the reform of the wTo is a topic for the upcoming 12th Ministerial Conference. 
If these negotiations are without results, it will again reduce the credibility of 
the wTo. Moreover, the mistrust in the wTOo is followed by the growing activi- 
ties of countries through regional trade agreements. However, global problems, 
which deal with achieving sustainable development, need global solutions. 
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CHAPTER 7 


The International Trade System in the Concept of 
Global Public Goods: Principles of Export Credit 
Functioning in WTO and OECD Regulations 


Piotr Stolarczyk 


1 Introduction 


The growing importance of international trade for world development is 
undeniable. Trade is an increasing share of the world’s GDP. The importance of 
trade increases with the liberalization of international trade rules. Countries 
compete for a share in world trade perceiving it as a tool for stronger economic 
development, setting up special mechanisms for national export support, 
inter alia, by providing financing through special agendas and state-owned 
institutions (so-called export credits). State actions aimed at export support 
may lead to disruption of international trade rules and distort the competitive- 
ness of traded goods and services (export and import). This is the main reason 
why the national systems of export credit support need to be regulated on the 
international level. Two international organizations, the World Trade Organi- 
zation and the Organisation for Economic Co-operation and Development, set 
the legal framework for the principles of export credit support provided by all 
international trade actors. The rules ensure the retention of the basic char- 
acteristics of global public goods (GPGs), that they are non-excludable and 
non-rivalrous. 

As generally accepted, public goods are both non-excludable and non- 
rivalrous. In other words, they are goods from the consumption of which no 
one can be excluded, and therefore their provision remains in the domain of 
the state. The process of globalization has given rise to a new category of goods 
which transcend national borders and which are characterized by collec- 
tive consumption on a global scale. Research conducted by Inge Kaul in 1999 
became crucial in the development of the concept of GPGs (Kaul et al., 1999).! 
In light of the considerations that have been made so far, it can be assumed that 
GPGs are a specific type of public good that have become internationalized 


1 For more on the theory of global public goods (GPG s), see Chapter 1. 
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as a result of globalization, while retaining the basic characteristics of public 
goods (i.e., non-excludable and non-rivalrous). GPGs, apart from goods such 
as security, health, and a clean environment, also include an open and non- 
discriminatory system of international trade. 

The institution that provides public goods is the state, which creates its 
supply through taxation and ensures open consumption by all market partici- 
pants. At the international level, however, there are no institutions that can 
play a commensurate role. The benefits of consuming GPGs are geographi- 
cally dispersed and spread over time, making it more difficult to provide (and 
finance). It seems that the entities that can take the most effective actions in 
the context of managing GPGs are international organizations. 

Of special interest to the author are the rules defining the principles of 
financing global trade (so-called export credits and export insurance”). There 
are two important organizations responsible for setting up the regulatory 
framework for all the export credit and insurance principles, namely the World 
Trade Organization (wTO) and the Organisation for Economic Co-operation 
and Development (OEcD).3 

It is worth emphasizing that 80% of world trade requires some form of 
financing (Napidrkowski & Stolarczyk, 2018; Antras & Fritz Foley, 201). In 
this context, the non-discriminatory nature of the rules specifically related to 
financing trade is one of the fundamental conditions for its sustainable devel- 
opment. The wTo and the OECD have long emphasized the crucial importance 
of companies’ access to finance for trade development. The studies confirm 
the positive impact of trade financing on the volume of international trade 
(Napidrkowski & Stolarczyk, 2018; Manova & Zhang, 2012; Chor & Manova, 
2012; Auboin, 2009). The value of insurance was used as a proxy for the 
amount of financing. Therefore, it was established that the higher the value of 
export insurance to a given country, the higher the value of international trade 
in that country. 

Export credits, which are a special form of foreign trade financing insured 
by state agencies, can also be a tool of foreign policy. They can be used, for 
example, to encourage export in directions considered by the government to 
be strategic. They can also be used to support selected industries in the econ- 
omy (Dewit, 2001). Ahn et al. (2011) showed that the decline in US exports was 
greater in sectors more dependent on external financing. Amiti and Weinstein 
(2011) emphasize the relationship between export sales of companies and the 


2 Export financing takes the form of either export credit insurance, export credit, or official 
development assistance. 
3 For more about trade liberalization under the wTo and OECD rules, see Chapter 3. 
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possibility of obtaining external financing and the condition of the banking 
sector. Similar conclusions were drawn by Felbermayr and Yalcin (2013), who 
describe exports in individual sectors of the German economy in their model, 
Egger and Url (2006), who examine the foreign trade of Austria, Janda (2014), 
who analyzes the situation in the Czech Republic, and Bricogne et al. (2010), in 
their study of France. In a broader sense, companies using financial products 
show higher sales and employment than export companies that do not use 
them (Felbermayr et al., 2012). 

The analysis is based on the tests of both wTo and OECD regulations, which, 
in the author’s opinion, relate to the rules of financing international trade. In 
the context of issues concerning trade finance rules, these regulations, as the 
author shows, are inextricably linked, forming a coherent whole. The starting 
point for the analysis is the definition of the essence of international organiza- 
tions in the context of GPGs. 

In the next section the relevant provisions of the Agreement on Subsidies 
and Countervailing Measures, the Agreement on Agriculture, and the OECD 
Consensus are analyzed. 


2 The Background of Institutionalization of International Trade 
as a GPG 


Created in 1947, the General Agreement on Tariffs and Trade (GATT) was 
a treaty regulating trade policy.* Its main task was to liberalize trade. GATT 
pursued its objectives through so-called negotiating rounds, which mainly 
concerned the abolition of non-tariff barriers and lowering tariffs. The wro 
is a continuation of GATT. It was established in 1994 in Marrakech within the 
framework of the so-called Uruguay Round of GATT. The wro commenced 
its activities on January 1, 1995. The objectives of liberalizing international 
trade in goods and services and protecting equal access to the global market 
remained unchanged. 

The removal of trade restrictions, including the lowering of tariffs, was 
accompanied by a dynamic increase in international competition which 
domestic enterprises had to face. As trade liberalization progressed, the 
struggle for foreign markets became more intense. Under such conditions, it 
became important, especially for open economies, firstly, to address the issue 
of available export support instruments and those allowed by international 


4 Agreement signed in Geneva in 1947. GATT entered into force on January 1, 1948. 
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regulations. Secondly, it was essential to maintain the shape of regulations 
which ensure the non-discriminatory nature of global trade and, at the same 
time, unrestricted access to the global market of goods and services. This con- 
cerns not only the principles of maintaining tariff or non-tariff barriers but 
also issues related to the use of export subsidies in various forms, including 
export credit financial support instruments. Entities of different market power 
(countries or companies) are brought together by the global market. An impor- 
tant goal of regulations is to ensure equal opportunities for all entities, tak- 
ing into account their position on the global market. Regulations that create 
barriers to the cross-border movement of goods and services have the effect, 
firstly, of restricting market access; in other words, they introduce an element 
of discrimination against exporters/importers from different countries and 
against companies operating in internal markets. Secondly, these barriers 
affect all market participants on both the demand (buyer) and supply (seller) 
side (Napidrkowski & Stolarczyk, 2018). 

The wTo is a regulator of GPGs, namely open and non-discriminatory 
international trade. The wTo also acts as a watchdog guarding respect for the 
established rules of the game. It is worth noting that wro member countries 
account for 98% of world trade (Berthelot, 2019). In 2020 global trade con- 
stituted 50% of world GDP, whereas in 2010 it was 60% (World Bank, n.d.).° 
Exports account for more than a quarter of global income. International trade 
(including exports) is therefore a key aggregate of world income and a deter- 
minant of its growth. In this context, the principles governing world trade and 
the role played in this area by the wTo seem to be of crucial importance. It 
should also be emphasized that the shape of regulations (wTo decisions) has a 
huge impact on sustainable development of the world. Striving for sustainable 
development is one of the fundamental principles of the wTo. The system of 
preferential rules and special trade policy measures introduced for less devel- 
oped countries aims at facilitating access to the world trade system and a fuller 
and more equal use of economic benefits resulting from the liberalization of 
trade exchange. The author devotes particular attention to this issue. 

The second organization analyzed in this chapter is the Organisation for 
Economic Co-operation and Development (OECD). The OECD is an interna- 
tional organization of 38 highly developed countries. It was established by the 
Convention on the Organisation for Economic Co-operation and Develop- 
ment, signed in Paris on December 14, 1960. The OECD works out the “rules 
of the game” in international economic relations and introduces standards of 


5 In 2010 it was 60 percent. 
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operation (best practices) in individual areas of the economy. An area of spe- 
cial attention are the OECD’s activities in the field of sustainable international 
trade. The OECD defines the rules for providing financing (so-called export 
credits) for cross-border trade contracts. The role of the OECD in the context 
of the uninterrupted functioning of GPG is identical to that of the wro. The 
written standards that financial institutions are required to follow are designed 
to put participants in the international trading market on an equal footing, 
so that those with a weaker capital position (or from less developed coun- 
tries) can participate fully in global trade. In sum, there is a close relationship 
between wTo and OECD regulations in the area under analysis. Proceeding in 
accordance with the OECD principles sanctions the WTO rules. 


3 Principles of Export Credit Functioning in wTO and OECD 
Regulations 
3.1 wTO Regulations 


As a general rule, the wTo, which replaced GATT,® introduced the prohibition 
of export subsidies that distort international trade. The rules concerning subsi- 
dies were already introduced under c and then extended to industrial products 
in the Agreement on Subsidies and Countervailing Measures (SCM Agreement) 
and to agricultural commodities in the Agreement on Agriculture (AoA). Both 
agreements are part of the treaties establishing the World Trade Organization. 

This sections is structured as following. Analysis of the scM Agreement 
constitutes the first subsection, where author provide definition of subsidies, 
rules on prohibited subsidies, and export credit and insurance as a form of 
subsidy. The scm Agreement defines subsidies that are not prohibited. The 
second subsection introduces briefly the main rules concerning the subsidies 
under AoA. Export credit rules under the OECD Agreement are described in 
last subsection. 


3.11 The scm Agreement 

The scm Agreement refers to subsidies, as defined (Berthelot, 2019)’ in Article 1 
(of the Agreement), which are specific to a particular enterprise, a group of 
enterprises or an industry as defined in Article 2. Support, which falls within 
the definitions indicated in Article1 and Article 2, is prohibited under Article 3.8 


6 It was established in 1994 in Marrakech as part of the so-called Uruguay Round of GATT. It 
came into effect on January 1, 1995. 

7 There is a ongoing criticism of the definition perceived to be unfair for developing countries. 

8 Further comment below. 
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According to Article 1, a subsidy exists if the following conditions are met. 
Firstly, a government or any other public body provides funds (“financial 
contribution”) in any form whatsoever. Secondly, it constitutes a benefit to a 
specific recipient. 

The main principle is that “if the granting authority, or the legislation 
pursuant to which the granting authority operates, explicitly limits access 
to a subsidy to certain enterprises, such subsidy shall be specific.’ Thus, if a 
subsidy is specifically limited to a single trader, a group of specific traders, a 
specific industry or economic sector, certain undertakings located in a specific 
geographical region, it shall be considered a specific subsidy. This is set out 
in Article 2, which introduces criteria necessary to determine whether a sub- 
sidy as defined in Article 1 is specific to a particular enterprise. According to 
Article 2, “the use of a subsidy program by a limited number of certain enter- 
prises, the predominant use of subsidies by certain enterprises, the granting 
of disproportionately large subsidies to certain enterprises, and the manner in 
which discretion has been exercised by the granting authority in the decision 
to grant a subsidy.”!° 

It should be noted that even if a subsidy is not formally restricted, but a dis- 
proportionate share of the funds is allocated to a certain group of entities, such 
a subsidy may be considered specific. Of course, this does not mean that in all 
similar situations, the above will determine the specificity of the subsidy. What 
is important is that the criteria or conditions for obtaining a subsidy are objec- 
tive, so that if they are fulfilled, the subsidy can automatically be granted." 

The next step is to verify the “financial contribution” under Article 1, i.e., to 
check whether it is provided by the government and whether it constitutes a 
benefit to the recipient. 

The term “government” should be interpreted broadly. It refers not only 
to public authorities or government agencies but also to all entities that are 
directly or indirectly controlled by the state. This includes state-owned com- 
panies as well as the central bank. The term “financial contribution” includes 
a broad catalogue of forms of financial support that is provided by the state 
treasury. They include: 

1. Donations, loans, and credits (including export credits) or capital contri- 
butions granted by the government that are a direct flow of funds 


9 Article 2 (a). 

10 Article 2 (c). 

11 Article 2.1. “if the granting authority, or the legislation pursuant to which the granting 
authority operates, establishes objective criteria or conditions governing the eligibility 
for, and the amount of, the subsidy, provided that eligibility is automatic, that such crite- 
ria or conditions are strictly adhered to, and that they are clearly spelled out in an official 
document so as to be capable of verification.” 
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2. Potential flows of funds or transfers of liabilities, e.g., in the form of loan 
guarantees 
3. Tax exemptions granted to entrepreneurs, such as tax credits (e.g., reduc- 
tion of the CIT rate or exemption from part of the tax) 
4. The provision of goods and services by the government other than in the 
form of general infrastructure or the purchase of goods and services from 
a particular enterprise by the government 
Financial support can be direct and indirect. Indirect is the use of private 
entities in which there is no government involvement to provide a “financial 
contribution” that constitutes a benefit and is specific to the enterprise in 
question. This happens when a government induces a private bank to grant a 
preferential loan to a designated enterprise. Article 1(iv) of the Arrangement 
on Officially Supported Export Credits states that “a government makes pay- 
ments to a funding mechanism, or entrusts or directs a private body to carry 
out functions which would normally be vested in the government and the prac- 
tice, in no real sense, differs from practices normally followed by governments” 
(OECD, 1978). In addition, within the meaning of Article xv1 of GATT, a subsidy 
is also any form of income or price support which could lead to an increase in 
exports or a reduction in imports. It should be noted that this wording includes 
export support systems in the form of insurance and export credits. 

The second condition for the existence of “subsidies” is the existence of a 
benefit from the provision of the “financial contribution.’ A benefit must be 
deemed to exist where the recipient obtains better conditions for the financial 
contribution provided than it could obtain on the market. 

The determination of whether there is a benefit can create room for inter- 
pretation. A good example of a “financial contribution’ is a credit provided by 
a development bank (e.g., an export bank) to a private entity. In order to deter- 
mine the existence of a “benefit” and thus qualify a credit as a subsidy under 
Article 1(1), the parameters of the credit itself must be verified. If it is deter- 
mined that the credit is made available on terms more favorable than those 
available in the banking market (private commercial banks), then it should 
be considered that the entity obtained a benefit under the provided “financial 
contribution.” 

Article 14 of the scm Agreement sets forth the guidelines for the calcula- 
tion of the amount of a subsidy in terms of the benefit to the recipient. The 
remainder of Article 14 applies analogous logic to equity instruments!” granted 
by a government and an examination of the benefit that could potentially 


12 Article 14 (a). 
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arise from the provision of goods or services and the purchase of goods by the 
government. 

Export subsidies are prohibited under Article 3. The text of the article refers 
to Annex I of the Agreement, which lists a set of export subsidies. The list is 
not exhaustive and is to be considered as an illustrative list of measures and 
instruments that constitute prohibited export subsidies used by countries. The 
list consists of 12 examples. It is understood that subsidies provided in the form 
indicated in Annex I are prohibited. 

The prohibited export subsidies include the following: direct subsidies to 
a firm or industry dependent on export activity; exemptions, remissions, or 
deferrals of direct or indirect taxes as well as reductions in the tax base; foreign 
exchange deductions; the application of more favorable freight and shipping 
charges to exported goods than to domestic cargo; the remission or refund of 
shipping charges; and the provision by governments or their agencies of goods 
or services for use in the production of exported goods on terms more favora- 
ble than for production destined for the domestic market. 

The first point refers to the provision of export guarantees or insurance 
provided by governments directly or through government-controlled institu- 
tions. When granting support in the form of guarantees or insurance, attention 
shall be given to the pricing conditions of the guaranteed products offered. The 
price of a guarantee or insurance policy shall not be set at a level that is insuf- 
ficient to cover the long-term costs and damages associated with the products 
offered.!4 

The second point refers explicitly to the granting of export credits by 
governments or by financial institutions controlled by or acting on behalf of 
governments. Export credits cannot be granted at a price below the one which 
can be obtained on the market. In order to verify the level of interest rates, the 
cost of borrowing on international capital markets and the main parameters of 
the credit, such as the tenor of the credit, shall be taken into account. Export 
credits cannot cover costs incurred by exporters or financial institutions in 
obtaining the credits either. 

It should be borne in mind that the prohibition of export subsidies may 
result from both de jure regulations and de facto situations. A de jure prohi- 
bition of export subsidies is verified on the basis of the regulations. In order 
to prove the use of prohibited export subsidies by a country, it is sufficient to 
indicate the text of the regulation introducing the subsidy in question. In the 


13 Article 14 (d). 
14 Annex! of the Agreement (Agreement on Subsidies and Countervailing Measures). 
15 Ibidem. 
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context of our subject matter, it is particularly important to trace the way in 
which the wTo assesses the granting of export credits. A credit granted at pref- 
erential rates may or may not be considered an export subsidy. When exam- 
ining a credit for the existence of an export subsidy, the wTo may take into 
account the type of information requested by the bank in the credit applica- 
tion, the criteria for granting the credit, or the content of the credit agreement 
concluded between the bank and the company. 

Attention is drawn to whether the bank obtains information on the export 
activity of the company as part of the information necessary to apply for 
financing. Requiring data on, e.g., export sales or anticipated export sales, may 
constitute grounds for verifying whether the credit in question is an export 
subsidy. 

At the stage of application for a credit by an entrepreneur, it is important 
whether the criteria for granting financing refer to or depend on current or 
future export activity. Where a credit agreement takes into account covenants 
that relate to the export activity of the borrower, the presence of such provi- 
sions may constitute grounds for verifying whether the credit in question is an 
export subsidy. An example of a contractual obligation that meets this condi- 
tion may be an obligation for the debtor to export a given volume of produc- 
tion or to generate a portion of the proceeds from the sale of products abroad. 
Conversely, a credit agreement may prohibit the sale of all or a given propor- 
tion of production in the country. These provisions may be analyzed in the 
context of the size and absorption capacity of the domestic market. Where a 
credit agreement sets minimum sales limits and, at the same time, an insuf- 
ficiently absorptive domestic market, the sales target can be regarded as an 
implicit export target. This would be a sufficient indication to start verifying 
whether the credit is not an export subsidy. 

Subsidies that do not qualify as prohibited subsidies under Article 3 of the 
Agreement!® may also be subject to sanctions if they cause “adverse effects,’ 
which are defined in Article 5 of the Agreement, according to which “no Mem- 
ber should cause, through the use of any subsidy referred to in paragraphs 1 
and 2 of Article 1, adverse effects to the interests of other Members’ (Table 7.1). 

Where the term “serious prejudice” is defined in Article 6 of the Agreement. 
For example, serious prejudice may occur in the event of a reduction in lia- 
bilities towards the state, whether through direct cancellation of debt or the 
granting of subsidies for debt repayment.!” The text of the same article also 
lists the observed effects that may indicate the existence of serious prejudice to 


16 Consistent with the analysis presented above. 
17 Article 6 (d) of the Agreement. 
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TABLE 7.1 Adverse effects as defined by the agreement on subsidies and countervailing 
measures 


Agreement on subsidies and countervailing measures, Article 5, adverse effects 


(a) injury to the domestic industry of another Member; 

(b) nullification or impairment of benefits accruing directly or indirectly to other 
Members under GATT 1994 in particular the benefits of concessions bound 
under Article II of GATT 1994; 

(c) Iserious prejudice to the interests of another Member 


SOURCE: AGREEMENT ON SUBSIDIES AND COUNTERVAILING MEASURES 


the interest of a country. It is pointed out that the import of products into the 
country is hindered or the product is pushed out of the market, that the price 
of products is reduced when the price of similar imported goods is higher, that 
sales are made at a loss due to the low price, that there is a significant increase 
in the production of a given good on the international market compared to the 
average share over the previous 3 years.!8 

The agreement also identifies situations where the restrictions and practices 
in question will not have adverse effects. For example, these are external events 
beyond control, i.e., force majeure, including transport disruptions, natural 
disasters, or strikes. Within the content of the same article, there are also inter- 
nal elements, such as technical standards in force in the importer’s country, 
which the foreign supplier is unable to meet.!® 

Apart from subsidies that are not specific according to Article 2,7° the 
Arrangement allows, as non-sanctioned subsidies, support for research and 
development,”! aid for regions that are lagging behind,?? and support for envi- 
ronmental protection.?? In the case of support for research and development, 
Article 8 of the Agreement lists the following costs to which support should 
be limited: personnel costs, costs of equipment, materials, consultancy, and 
overheads directly related to the research carried out. Support for regions is 
limited to regions fulfilling the relevant economic development criteria. The 


18 Article 6.3 of the Agreement. 
19 Article 6.7 of the Agreement. 
20 Article 8.1. 

21 Article 8.2 (a). 

22 Article 8.2 (b). 

23 Article 8.2 (c). 
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economic criteria relate to the level of GDP?4 and the unemployment rate?5 
(Article 8.2 b). Environmental support is limited to aid that fulfills specific 
criteria, such as the amount of the costs incurred and the fact that the aid is 
one-off and proportional to the expected effects.?® 


3.1.2 wTO Rules Provide Special Treatment for Developing Countries 
It is understood that subsidies can play an important role in stimulating the 
economic development of less developed countries. The rules relating to these 
countries are less restrictive than the general rules.?’ 
The ban on export subsidies does not apply to the following: 
ıı Least developed countries (LDCs) as classified by the United Nations.?® 
2. Developing countries with a GDP per capita level of less than US$1,000 
per year. These are: Bolivia, Cameroon, Congo, Ivory Coast, the Domini- 
can Republic, Egypt, Ghana, Guatemala, Guyana, India, Indonesia, 
Kenya, Morocco, Nicaragua, Nigeria, Pakistan, the Philippines, Senegal, 
Sri Lanka, and Zimbabwe.?9 

3. Other developing countries which are treated differently from the gen- 
eral regime.®° 

This treatment is linked to the implementation of specific programs. 

In summary, 49 WTO member countries are excluded from the application 
of the general rules prohibiting the maintenance of export subsidies, and 32 
of these countries are on the UN list of LDCs. Table 7.2 shows the countries 
that receive special treatment under the Arrangement and therefore are not 
affected by the export subsidy ban. The exemption from the need to apply the 
general rules is not temporary. 

This specific rule aims to assist the poorest countries in gaining the full 
access to the global trade system. On the one hand, the WTo maintains a non- 
discriminatory system of international trade as a general rule and stays in line 
with the principles of the GPG and, on the other hand, facilitates access for the 
least developed members to international trade market. By supporting their 


24  GDP/capita must not be higher than 85% of the average for the territory. 

25 The unemployment rate exceeds 110% of the average rate for the territory. 

26 Article 8.2 (c). 

27 Article 27 of the Agreement. 

28 Annex vil (a) of the Agreement. 

29 Countries are listed in accordance with the content of Annex v11 (b) of the Agreement. 
The Dominican Republic, Guatemala, and Morocco have so far been removed from the 
list, having exceeded a certain level of GDP/capita. 

30 Fora period of 8 years from the date of the Agreement, i.e., until 2002. 
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TABLE 7.2 Countries receiving special treatment under wTO rules 


Countries to which exemptions apply 


Annex VII paragraph (a) - Least Annex VII, paragraph (b) — Developing 


developed countries countries fulfilling the development criterion 
Angola Bolivia 
Bangladesh Cameroon 
Benin Congo 
Burkina Faso Ivory Coast 
Burundi Egypt 
Cambodia Ghana 
Congo Guyana 
Djibouti Honduras 
Chad India 
Central African Republic Indonesia 
Gambia Kenya 
Guinea Nicaragua 
Guinea-Bissau Nigeria 
Haiti Pakistan 
Lesotho Philippines 
Madagascar Senegal 
Malawi Sri Lanka 
Maldives Zimbabwe 
Mali 

Mauritania 

Mozambique 

Burma 

Nepal 

Niger 

Rwanda 

Senegal 

Sierra Leone 

Solomon Islands 

Tanzania 

Togo 

Uganda 

Zambia 


Note: Senegal is on both lists. The status has changed since 2000. Senegal was included in the 
list of least developed countries. 


SOURCE: WORLD TRADE ORGANIZATION, UNITED NATIONS 
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development, the wTo fosters the concept of sustainable development of the 
world. 

The third group of countries are developing countries for which an 
exemption from the rules is foreseen for a period of 8 years from the entry into 
force of the Arrangement. This temporary derogation from the Arrangement’s 
export subsidy rules is conditional, depending on the relationship between the 
instrument used and the development needs of the applying country.! Article 
27.4 of the Agreement also allows for an exemption period of more than 8 
years, subject to approval with clear justification of the necessity of the subsidy 
and its relation to “economic, financial and developmental” needs.®? Of the 22 
countries which applied for an extension of the Article 27.4 waiver period, the 
WTO granted waivers to 21 countries. In July 2007, an extension of the exemp- 
tion from the Agreement on Subsidies and Countervailing Measures until the 
end of 2013 was approved, with a two-year phase-out period until the end of 
2015.34 Finally, on October 23, 2012, the Committee on Subsidies and Counter- 
vailing Measures confirmed the validity of the exemption until the end of 2013. 
The programs run by the countries mainly concerned free trade areas and tax 
instruments (tax incentives). 

Developing countries also benefit from the so-called de minimis levels for 
the subsidies applied. This means that all exporters from developing coun- 
tries are, by law, treated better than producers from other countries. Article 
27.10 of the Agreement sets out the maximum levels of subsidies that will not 
be subject to sanctions. According to this Article, “any countervailing duty 
investigation of a product originating in a developing country member shall 
be terminated as soon as the authorities concerned determine that: 

— the overall level of subsidies granted upon the product in question does not 
exceed 2 per cent of its value calculated on a per unit basis; or 

— the volume of the subsidized imports represents less than 4 per cent 
of the total imports of the like product in the importing Member, unless 
imports from developing country Members whose individual shares of total 

imports represent less than 4 per cent collectively account for more than 9 

per cent of the total imports of the like product in the importing Member. 

(Article 27.10) 


31 Article 27.4 of the Agreement. 

32 Article 27.4 of the Agreement. 

33 wTO Ministerial Conference, Doha, November 9-14, 2001. 

34 Countries are required to present plans for phasing out support instruments. 
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Table 7.3 is a summary of the Arrangement’s treatment of developing coun- 


tries’ export activities. There are three groups of developing countries with 


slightly different treatment in terms of export subsidies: least developed coun- 


tries, countries whose level of development exceeds the minimum specified 


in the regulations, and other countries that can benefit from the designated 


minimum level of subsidies. 


TABLE 7.3 


Summary of the application of Article 3.1 


Article 3.1. (a) of the agreement prohibiting the use of export subsidies 


Least developed 
countries 
Annex Vila 


Developing countries 
with GpP/capita below 
US$1,000 

Annex VII b 


Developing countries Other developing 
with GDP /capita below countries 


or above US$1,000 


Exemption from Article 
3.1 (a) 


Angola, Bangladesh, 
Benin, Burkina Faso, 
Burundi, Cambodia, 
Congo, Djibouti, Chad, 
Central African Republic, 
Gambia, Guinea, 
Guinea-Bissau, Haiti, 
Lesotho, Madagascar, 
Malawi, Maldives, 

Mali, Mauritania, 
Mozambique, Myanmar, 
Nepal, Niger, Rwanda, 
Senegal, Sierra Leone, 
Solomon Islands, 
Tanzania, Togo, Uganda, 
Zambia 


Exemption from Article 
3.1 (a) 


Bolivia, Cameroon, 
Congo, Ivory Coast, 
Dominican Republic, 
Egypt, Ghana, 
Guatemala, Guyana, 
India, Indonesia, Kenya, 
Morocco, Nicaragua, 
Nigeria, Pakistan, 
Philippines, Senegal, Sri 
Lanka and Zimbabwe 


No exemption from Full application 
of Article 3.1 


(a) taking into 


Article 3.1 (a), except 
for countries according 


to Article 27.4 account Article 
Temporary exemption 27.10 
Antigua and Barbuda, 


Barbados, Belize, 
Costa Rica, Dominican 
Republic, El Salvador, 
Fiji, Grenada, 
Guatemala, Jamaica, 
Jordan, Mauritius, 
Panama, Papua New 
Guinea, St. Kitts and 
Nevis, St. Lucia, St. 
Vincent, Grenada, 


Uruguay 


SOURCE: OWN ELABORATION 


166 STOLARCZYK 


3.1.3 The Agreement on Agriculture 

The Agreement on Agriculture contains important provisions from the point 
of view of the tightness of the system aimed at limiting export subsidies.3° 
Article 10 deals explicitly with the prohibition of circumvention. It follows 
from the wording of the article that “export subsidies not listed in paragraph 1 
of Article 9 shall not be applied in a manner which results in, or which threat- 
ens to lead to, circumvention of export subsidy commitments.” 

The next paragraph of Article 10(2) is devoted to a form of support that was 
not mentioned before, namely export credits and insurance. The intention is 
to regulate the system of export support in the form of the abovementioned 
financial instruments. “Members undertake to work toward the development 
of internationally agreed disciplines to govern the provision of export credits, 
export credit guarantees or insurance programs and, after agreement on such 
disciplines, to provide export credits, export credit guarantees or insurance 
programs only in conformity therewith.”6 

The Agreement on Agriculture also provides for differential treatment for 
the least developed countries. The reduction commitments adopted in the 
Agreement do not apply to the poorest countries.3” The remaining developing 


35 The Agreement on Agriculture is the basic document that governs international trade 
in agricultural commodities. The content of the Agreement was determined during the 
negotiations of the GATT Uruguay Round, which took place between 1986 and 1994, 
the latter being the date of the creation of the wro. This document addresses issues in 
three basic areas, namely: access to one’s own market for foreign products beyond the 
level of protection; the system of support for one’s own market; and the system of export 
subsidies. An important achievement of the Uruguay Round is the replacement of most 
non-tariff instruments by tariff instruments and the establishment of a maximum level 
of own market protection and the use of export subsidies. Subsequent rounds of nego- 
tiations aimed at further liberalization of trade. In 2001, agricultural negotiations began 
as part of the ninth negotiating round, known as the Doha Round. In the following years, 
talks were held within the framework of the Ministerial Conference in Cancun (2003) and 
then the Ministerial Conference in Hong Kong (2005). Among the most important postu- 
lates of the Conference in Hong Kong, attention is drawn to the further reduction of the 
level of agricultural support. The draft declaration includes agreements concerning the 
reduction of export subsidies aimed at an increase in trade liberalization. Attention was 
drawn to the reduction of all export support instruments, including export credits, guar- 
antees, and export credit insurance granted for a period of 180 days. The lengthy process 
of negotiating trade liberalization, which often ends in a lack of agreement among wTO 
members, is due to several important elements that are worth noting. The agricultural 
sector is often a very sensitive subject in many countries. Each country pursues a policy of 
protecting and strengthening its domestic agriculture for economic, social, and political 
reasons. Agricultural commodities are a product which can be traded quite easily. 

36 Article 10.2 of the Agreement. 

37 Article 15.2. 
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countries with a low level of economic development have been given flexibil- 
ity to meet their reduction commitments for 10 years. This principle is derived 
from a similar approach as in the case of the poorest countries’ exemption 
from the rules of applying to the limitations of export subsidies. It aims to cre- 
ate an opportunity for weaker economies to take full advantage of the GPG, 
which is the system of international trade. 


3.2 Characteristics of Export Credit Provision and Export Guarantees 
Under the OECD Arrangement 

The aim of the Arrangement is to increase transparency in offering export 
credit support by various countries, creating a level playing field, and, 
ultimately, to limit the use of export subsidies in the form of export credit. 
The main idea is to give special guidelines for export credit support schemes 
present in different countries, the use of which ensures compliance with the 
international rules. 

The rules governing the granting of export credits are set out in Annex I 
of the Arrangement. As a general rule, it is prohibited to grant export credits 
at a price below the one offered by the market. The Arrangement makes an 
exception to this rule in the same paragraph. Subsidies provided in the form 
of export credits are not prohibited if they are provided under the terms of 
the Arrangement on Officially Supported Export Credits (OECD Consensus). 
Consistency with the OECD Consensus must be applied to all export credit 
parameters set out therein. 

The Arrangement on Officially Supported Export Credits was signed in 1978 
within the OECD Group on Export Credits.3° It is worth noting that the princi- 
ples set out in the OECD Consensus have been accepted by both the wro and 
the EU (Council of the European Union, 1998). The Arrangement applies to all 
capital goods and services export from OECD countries.39 They concern rules 
for insurance and long-term credit with repayment terms above 2 years. In the 
case of short-term insurance not regulated by the OECD, it is specified within 
the EU that support is only possible if exports are directed to the so-called 
high-risk countries because then the risks (commercial and political) are clas- 
sified as non-marketable.*° The above principles must be respected by institu- 


38 Arrangement on Officially Supported Export Credits: http://www.oecd.org/trade/topics 
/export-credits /arrangement-and-sector-understandings/. 

39 This is one of the biggest challenges that the regime faces and applies only to OECD 
countries. 

40 Therules were introduced to address the problem of unauthorized state aid and to ensure 
a level playing field for companies from different countries where export finance support 
systems exist. 
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tions providing financial support for exports. This includes both insurers and 
development banks or dedicated financial institutions such as export banks 
and export credit agencies (ECA) (Drummond, 1997; Stephens, 1998; Chauffour 
et al., 2010; Dinh & Hilmarsson, 2012). The main purpose of the provisions is 
to create a framework for non-distortive export credit, so that exporters com- 
pete on price and product quality rather than on financing terms. These rules 
clearly protect less wealthy actors (countries) by creating a level playing field 
to compete in terms of the quality of products or services provided. 

The OECD Arrangement introduces minimum parameters for export credits 
to be officially backed by government-guaranteed insurance. These insurances 
significantly improve the risk profile of financed projects, which may translate 
into lower prices and their wider accessibility. In other words, the insurance 
increase competitiveness of export project (support export). The aforemen- 
tioned parameters set a maximum financing range of up to 85% of the con- 
tract, which introduces the need for the foreign buyer to make a payment of 
at least 15% of the contract value. The permissible repayment period depends 
on the risk classification of the importer’s country. In the case of rich coun- 
tries in the so-called Category I, it is 8.5 years, while in the case of exports to 
poorer countries in the so-called Category 11, it is 10 years. The regulations also 
introduce the possibility of a longer period for the so-called project finance, 
which is set out in Annex x. These rules apply to the so-called long-term loans 
with a repayment period of at least 2 years. The repayment of the principal 
of the credit is either straight-line amortization (equal installments) or non- 
standard, but with an appropriate weighted average length of credit (WALoc). 
The maximum grace period allowed is 6 months. 

The OECD Arrangement gives special treatment to projects financing 
marine vessels, nuclear power plants, civil aircraft, renewable energy pro- 
jects, green projects aiming at the mitigation of climate change, rail transport, 
and coal-fired power plants. In recent years, the OECD has supplemented the 
Arrangement with rules governing environmental and social requirements 
relating to transactions covered with export credit. Separate rules also apply 
to tied aid loans. It is worth noting, that by introducing the rules of differ- 
ent treatment, the OECD may effectively affect world trade flows. Making 
the financing rules more flexible for selected sectors (e.g., renewable energy 
or important social projects), the OECD creates incentives for the financial 
market, to facilitate the access of financing and, consequently, support 
specific key projects. The influence of the OECD by creating adequate provi- 
sions is notable. It results from the close interdependence of financing and 
world trade. 
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4 Conclusions 


International trade plays an extremely important role in world economic devel- 
opment. Exports are often called the engine of economic growth. The scale of 
their significance is confirmed in the statistics of global GDP. The data show a 
consistent increase in the importance of countries’ openness to cross-border 
exchange of goods and services and an increasing share of world income gen- 
erated from trade in total world income. The value of exports — goods only — 
amounted to US$19 quintillion in 2019. To ensure the sustainable development 
of the world, issues concerning an open and, above all, non-discriminatory sys- 
tem of international trade become crucial, i.e., a system which ensures equal 
opportunities to benefit from the effects of global economic growth, taking 
into account differences in income of individual countries, i.e., participants of 
the system. 

The focus of the analysis was on the export support instruments, 
i.e., export credits. Assuming that financing is of key importance for trade, 
special attention should be paid to the conditions of granting such loans 
in order to eliminate practices leading to privileging one of the parties to 
the transaction that is the basis for the international trade development as 
a GPG, 

The World Trade Organization is the key body that upholds respect for 
openness and elimination of discriminatory practices in international trade. 
The wTo introduced the prohibition of export subsidies, i.e., instruments that 
distort competition in the international exchange of goods and services, as 
a basic principle. The regulations define the parameters for which practices 
become prohibited. In a clear way, the regulations also define situations in 
which existing subsidies are not prohibited. In the regulations concerning 
prohibition of forbidden subsidies, exemptions for countries with a lower 
level of income/development are also introduced. The author has analyzed 
one of the export support instruments, i.e., export credits. Assuming that 
financing is of key importance for trade, special attention should be paid to 
the conditions of granting such loans in order to eliminate practices leading 
to privileging one of the parties to the transaction what is the basis for the 
international trade development as a GPG. The intention of OECD regulations 
is to ensure fair competition in this area as one of the elements moving the 
global economy towards the fulfillment of the Sustainable Development 
Goals. 

Both organizations ensure to retain the basic characteristics of GPGs — that 
are non-rivalrous and non-excludable in relation to international trade. 
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CHAPTER 8 


The Role of EU Trade Agreements in Light of the 
Sustainable Development Goals 


Aleksandra Borowicz and Rasa Daugéliené 


1 Introduction 


Although the expansion of international trade over the past few decades has 
brought economic and societal benefits across the globe, it has also at times 
failed to address the accompanying adverse social, environmental, and even 
economic impacts (United Nations, 2021). In the post-wwI11 period world trade 
agreements were established mainly as free trade agreements and customs 
unions. In the wake of ww11 the European Economic Community became the 
leading player on the global trade scene. Later, the advent and rapid spread 
of globalization brought about changes to the nature of trade agreements. It 
should be stressed that this resulted in much more complex agreements involv- 
ing the opening of international borders. The nature of international trade has 
changed in the last decades. “Steadily declining costs of trade and information 
and telecommunications have permitted firms to geographically splinter their 
‘production lines, designing international supply chains that allocate differ- 
ent parts of the production process to firms in different countries” (Hoekman, 
2014). The EU, along with the wTo, has retained the dominant role in terms 
of shaping the global order. Trade agreements regulate not only the trade in 
goods and services, but also aspects of capital flow, labor law, and social or 
environmental (ecological) objectives. The latter are nowadays regarded as 
global public goods. 

The chapter aims to analyze selected features of European Union (EU) 
trade policy in relation to the Sustainable Development Goals (spGs), with 
a particular focus on trade relations with third countries. This has grown in 
significance since the H declared regional trade agreements (RTAs) and inter- 
national organizations (10s) to be the key fixtures in international trade rela- 
tions. The study constitutes a new scientific approach to the global challenges 
as trade is considered a global public good. 

The chapter will focus on the EU as a case study to verify what role the EU 
plays in terms of international trade and its response to global challenges. It 
is key to emphasize that the UN focuses on a specific tool, namely Voluntary 


© ALEKSANDRA BOROWICZ AND RASA DAUGELIENE, 2023 | DOI:10.1163/9789004687264_010 
This is an open access chapter distributed under the terms of the CC BY-NC 4.0 license. 


EU TRADE AGREEMENTS AND SUSTAINABLE DEVELOPMENT GOALS 173 


Sustainability Standards (vss), which comprise certification schemes, labeling 
programs, and private standards. It is stressed, in contrast to some WTO state- 
ments, that “vss aim to make global value chains, from producer to consumer, 
more sustainable by considering social and environmental requirements in the 
production process” (United Nations, 2021). In first section, “Trade as global 
public good in the context of the spDGs,” the chapter identifies linkages between 
the spGs and EU trade policy through numerous indices. In order to demon- 
strate the specificity of the EU’s international trade, which is based on agree- 
ments with the wTo, we seek to systematize the existing tariff and non-tariff 
trade barriers in the second section, “The holistic approach to trade policy by 
the European Union.” We aim to show the complexity of international trade 
conditions in public goods which need to be revised to promote sustainability 
rather than hamper international trade. The last section, “The EU mechanism 
for the implementation of trade agreements in relation to the SDGs,’ gives an 
overview and space for critical debate on the role of the EU as an international 
organization in the creation of a multilateral trade regime in the context of the 
SDGs through the trade channel. 


2 Trade as a Global Public Good in the Context of the spGs 


Trade, which is considered one of the components of globalization, has con- 
tributed to the prosperity of nations. The benefits seen by states stem from the 
effective usage of comparative advantages in the area of goods and services 
production. Since WWII exports of merchandise grew almost 290-fold from 
1948 (US$59 billion) to 2020 (US$17,070 billion) (wTo, 2021c). Globalization 
has given rise to new challenges in terms of global supply chain organization 
and consumption, as well as a revolution when it comes to environmental and 
social impacts (Wiedmann & Lenzen, 2018). The ongoing post-World War 11 
liberalization, which resulted in a huge surge in trade and diversification of 
production, has led to the emergence of fragmented global value chains (Gvc s) 
in the world economy. The goal of global players such as 10s is to ensure that 
GvCs contribute to sustainable development, as the negative consequences 
of trade can involve not only environmental but also social aspects, such as 
widening socioeconomic inequalities between developed and developing 
countries (Xu et al., 2020). 


1 For more on globalization, the economy, and the environment, see Chapter 6. 
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The 2030 Agenda for Sustainable Development (further referred to as 
Agenda 2030) of the United Nations constitutes the most important and com- 
prehensive global sustainable development agenda for the future. It is known 
for its far-reaching and ambitious vision with its 17 Sustainable Development 
Goals (spGs) and 169 targets that are listed as part of the so-called “univer- 
sal policy agenda.’ The 17 SDGs within Agenda 2030 can be divided into five 
areas. These include people, planet, prosperity, peace, and partnership. The 
SDGs, in comparison with the Millennium Development Goals (MDGs), chal- 
lenge the definition of the root cause of poverty and promote a universal 
global approach to development (Servaes, 2017). In order to counteract the 
wTO claim that the development of international trade contradicts the ideas 
of sustainability, this chapter supports the definition of Agenda 2030, namely 
that international trade is “an engine for inclusive economic growth and pov- 
erty reduction.” Carried out in accordance with the principles of humanity and 
justice, it definitely contributes to the promotion of sustainable development. 
In order to become a “sustainable engine,” one of the increasingly applied 
approaches is to internalize social, economic, and environmental concerns 
in international trade. This can be done by many different means and policy 
instruments and tools (United Nations, 2021). 

International trade as a global public good means that benefits or costs are 
shared equally and nobody can be excluded from the trade effects. Globali- 
zation, which has also affected the process of liberalization of international 
trade, is the carrier of the effects of trade at the same time (Ocampo, 2016). 
According to the wTO, international trade can be deemed a global public good 
on the basis of the following features: 

— Non-rivalry: the value of the system increases simultaneously to increased 
participation. 

— Non-excludability: in the global world multilateral trading system affects all 
and is universal and potentially open to all. (Secretariat of the International 
Task Force on Global Public Goods, 2006) 

International trade is considered to be a channel for the delivery of spGs. The 
impact of trade on sustainable development has been extensively described 
in the literature. The international trade structure has demonstrated that the 
developed (and, consequently, more powerful) countries are better equipped 
to absorb the generated waste material. As a result, there exists unequal distri- 
bution of hazards and pollution connected with all stages of global production 
chains: starting from extraction, production, throughout the consumption to 
disposal (Givens et al., 2019; Jorgenson, 2016). This creates room for debate on 
the influence of the EU on the international trade regime and the liberaliza- 
tion of trade so strongly argued for in the wTo forum. 


EU TRADE AGREEMENTS AND SUSTAINABLE DEVELOPMENT GOALS 175 


It should be noted that countries are the main partner for spGs imple- 
mentation; however, Agenda 2030 underlines the importance of regional 
organizations in terms of the fulfillment of the spGs. Through their role as 
translators, supportive bodies, coordinators, and monitoring bodies, Agenda 
2030 becomes more viable and increases the capabilities of nations to follow 
global goals. Some of the SDGs, such as1. No poverty, 2. Zero hunger, 9. Industry, 
innovation and infrastructure, u. Sustainable cities and communities, clearly 
prove the need for close and in-depth cooperation between individual nations. 
Furthermore, the global goals set up in Agenda 2030 need to be translated into 
actions on the national level, which requires adapting the goals into unique 
national contexts. To best meet the challenges, the cooperation and exchange 
of good practices and know-how is of paramount importance. Finally, 10s con- 
stitute significant players in the monitoring systems and can react to delays or 
deviations (Marx et al., 2021). 

To link the spGs with trade, the United Nations Statistical Commission 
(UNSC) has approved six indicators within the following SDGs (ITC et al., 
2022).” Trade orientation among the spGs concerns the following four: 2. Zero 
hunger; 8. Decent work and economic growth; 10. Reduced inequalities; 17. 
Partnerships for the goals. Trade policies must meet the challenges of SDGs 
and regional trade agreements are one of the leading tools available to global 
partners like the EU. In case of trading goods, with a special focus on agricul- 
tural goods, the costs are higher for emerging markets and developing econo- 
mies (EMDEs) than in advanced economies (IMF et al., 2017). 

The provisions of EU trade policy shall be analyzed in the context of the 
following targets set in Agenda 2030, as they correspond directly to particular 
aspects of trade: 

— 2.b Correct and prevent trade restrictions and distortions in world agricul- 
tural markets, including through the parallel elimination of all forms of agri- 
cultural export subsidies and all export measures with equivalent effect, in 
accordance with the mandate of the Doha Development Round. 

— 8.a Increase Aid for Trade support for developing countries, in particular 
least developed countries, including through the Enhanced Integrated 
Framework for Trade-related Technical Assistance to Least Developed 
Countries. 


2 The spc Trade Monitor was created in order to evaluate the progress on the path to SDGs 
by global partners and to allow different groups of professionals (such as policymakers and 
researchers) to analyze the synergies between sDGs and trade. 
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— 10.a Implement the principle of special and differential treatment for devel- 
oping countries, in particular least developed countries, in accordance with 
World Trade Organization agreements. 

— 17.10 Promote a universal, rules-based, open, non-discriminatory and equi- 
table multilateral trading system under the World Trade Organization, 
including through the conclusion of negotiations under its Doha Develop- 
ment Agenda. 

— 17.11 Significantly increase the exports of developing countries, in particu- 
lar with a view to doubling the least developed countries’ share of global 
exports by 2020. 

— 17.12 Realize timely implementation of duty-free and quota-free market 
access on a lasting basis for all least developed countries, consistent with 
World Trade Organization decisions, including by ensuring that preferen- 
tial rules of origin applicable to imports from least developed countries 
are transparent and simple, and contribute to facilitating market access. 
(ECOSOC, 2016) 

The international trade regime is a sum of processes initiated in many coun- 

tries within the wTo or the EU or any other 10s or regional trade agreements. 

European implementation of the trade policy impacts the European market 

and increases policymaking interdependence between countries in the long 

term. It seems that trade fulfilled by EU states is becoming a key component 
of sustainable development. The more holistic approach to trade presented by 
the EU will undoubtedly contribute to achieving the spGs. 


3 The Holistic Approach to Trade Policy by the European Union 


One of the key documents that determines the EU’s trade policy in the coming 
years is Trade for All: Towards a More Responsible Trade and Investment Policy, 
which charts a new course for the European trade and investment policy. The 
EU has taken up the challenge of becoming the largest foreign direct investor 
and the most important location for foreign direct investment (FDI). The idea 
is to foster an environment conducive to trade and investment for consum- 
ers, workers, and companies alike. It puts the spotlight on the effectiveness of 
policy to deliver opportunities to society and addresses challenges such as the 
value-chain economy or digitalization. Secondly, the process of trade negotia- 
tions must meet the challenge of transparency. Thirdly, EU trade policy needs 
to promote core values, such as sustainable development or human rights 
(European Commission, 2014). The document also proposes a strategy based 
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on sustainability pillars and refers to the obligations resulting from the Paris 
Agreement on climate change. The role of the new trade policy strategy is to 
translate the ambitious goals connected with sustainable development into 
trade agreements with third countries (wTO, 2021b, p. 178). 

In 2019 the European Commission proposed six strategic goals, which essen- 
tially correspond to the challenges set in Agenda 2030, i.e.: the European Green 
Deal; an economy that works for people; a Europe fit for the digital age; Pro- 
moting our European way of life; Stronger Europe in the world; New push for 
European democracy. The agenda proposed by the Ec for 2019—2024 by its pres- 
ident, Ursula von der Leyen, refers to Agenda 2030 and the SDGs (see Table 8.1). 

There is nothing new about the strong focus of EU member states on reform- 
ing their economies towards sustainable development. The overall score pro- 
posed by the UN, representing total progress towards all 17 SDGs, shows that 
among the countries with the highest score, 9 out of 10 belong to the EU. 
The highest scorers include Finland (85.9%); Sweden (85.61%) and Denmark 
(84.86%) (Sachs et al., 2021). At the same time, the EU as a whole has an overall 
score of 71.4% (Sustainable Development Solutions Network & Institute for 
European Environmental Policy, 2021). 


TABLE 8.1 Priorities of the Ec and links with the SDG s 


EC priorities 2019-2024 


SDG Ss? 


10 ll 


12 13 1415 16 17 


European Green Deal (X) 
An economy that works X X X (X) X (X) 


for people 

Europe fit for the digital 

age 

Promoting our European X 
way of life 

Stronger Europe in the 

world 

New push for European X 
democracy 


Note: * Brackets indicate a possible positive impact on the sDGs through a given priority. 


SOURCE: LATOSZEK AND BOROWICZ (2022) 
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The holistic approach of the EU to trade policy is influenced by the follow- 
ing facts: 

i; The EU itself is a regional trade agreement, and the member states have 
treated trade (or, in broader terms, economic aspects) as a focal point of 
European integration since the inception of the European Community. 

2. The EU, as an international organization and a global leader in the politi- 
cal, social and economic domain, views developing countries as partners 
to which itis open and accepts the existence of asymmetries in the trade 
liberalization process by proposing a conditional regime, the Generalised 
System of Preferences (GSP). 

3. The EU is a key member of the wTO and upholds the rules as an ultimate 
value in the area of trade. 

4. As a member of the UN, the EU is one of the 10 signatories to Agenda 
2030, regarding EU cooperation and the EU’s role in the area of global 
governance as its responsibility. 

In 1970, the ratio of world trade to GDP stood at 26.01% while in 2020 it reached 

51.57%. In comparison, the trade-to-GDP ratio in the European Union was 

39.89% in 1970 and amounted to 85.58% in 2020 (down from 92.18% in 2019) 

(World Bank, 2022). In 2020, the European Union's share of global merchan- 

dise exports reached 31%, and of imports 28.8% (WTO, 2021c). In 2019, EU 

exports (internal and with non-EU countries) were responsible for more than 

62 million jobs worldwide. In the EU alone, it generated employment of 38.1 

million jobs. The last 10 years have seen an increase of 11 million jobs (Rueda- 

Cantuche et al., 2021). 

EU trade policy that ensures social justice, respect for human rights, 
high labor standards, and high environmental standards is one of the tools 
to achieve the spGs. The analysis of the priorities reveals that the priority 
“Stronger Europe in the World” emphasizes the EU’s role as a champion in a 
rules-based global order, with a firm focus on activating the EU as a strong 
partner in the world. In its priorities, the EU wants to achieve global leader- 
ship status that ensures the highest standards of climate, environmental, and 
labor protection both internally and externally (European Commission, 2022). 
These two dimensions are intertwined and push the EU towards achieving the 
SDGs on trade. 

EU trade policy is directed towards third countries and its economic dimen- 
sion is described in the Treaty on European Union (TEU) in Article 21 as one 
of the facets of external relations. Consequently, EU trade policy is not simply 
about trade liberalization; it goes much further (European Commission, 2018; 
Leblond & Viju-Miljusevic, 2019). As mentioned above, EU trade policy falls 
under the exclusive competence of the EU and as such the European Com- 
mission plays a leading role in its development. The EU defines trade policy 
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as one of the channels for delivering sustainable development through trade 
agreements, special incentives for developing countries, and trade and devel- 
opment policies. 

Contemporary agreements signed by the EU with third countries cover 
issues related to sustainable development. According to the data presented on 
the official websites of the European Commission, the agreements that include 
at present trade and sustainable development provisions are those concluded 
with Canada, Central America, Colombia, Peru and Ecuador, Georgia, Japan, 
Mercosur, Mexico, Moldova, Singapore, South Korea, Ukraine, and Vietnam. 

The reformulated GsP scheme has been targeted at least developed coun- 
tries (LDCs) since 2012.3 The objective of the asymmetry underlying the GSP 
is to enable developing countries to access the European market by reduc- 
ing customs duties on their products. The GsP is based on an approach that 
creates opportunities for developing countries to gain access to the common 
market and its consumers. The system is based on conditionality and exerts 
pressure on third countries to propose and implement changes in the eco- 
nomic (adaptation to the requirements of European customers, compliance 
with European quality, safety or environmental standards) and social (imple- 
mentation of changes in market work, protection of human rights or educa- 
tion) fields. In the political dimension, this requires the creation of a climate 
for negotiations, but also the implementation of good practices in the area of 
good governance or reducing the level of corruption. Trade policy is indirectly 
linked to the implementation of the EU’s development policy, the objective of 
which is to support the countries most in need (Jaszkiewicz & Latoszek, 2013). 

In 2018, the European Commission published a mid-term evaluation of GSP 
which outlines its economic, social, and political effects. The GSP system based 
on the asymmetry of relations with developing and least developed countries 
has resulted in an increase in the dynamics of exports and imports in GSP 
countries between 2011 and 2016. In selected industry sectors such as footwear, 
clothing, machinery, and mechanical equipment, which constitute the larg- 
est group of products imported by EU member states from outside the EU, 
the growth reached a high level of 24.5%. This compares with an increase of 
only 6.5% between 201 and 2013. Countries benefitting from the standard GSP 
scheme recorded the highest export diversification, while Everything but Arms 
(EBA) countries continue to have the least diversified export structure. The GSP 
scheme is seen as a catalyst for change in the economic, political, and social 


3 The reform was introduced on the basis of Regulation (EU) no. 978/2012 of the European 
Parliament and of the Council on October 25, 2012, implementing the scheme of generalized 
tariff preferences and changing Council Regulation (EC) no. 732/2008, oJ L 303, October 31, 
2012: 1. 
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spheres in member states, with cooperation under the scheme affecting the 
environment and quality of life, and as such contributing to progress towards 
the SDGs through its trade policies. According to the Commission’s report, the 
GSP has a significant impact on non-economic spheres such as the protection 
of human rights, good governance, or the Social Progress Index (sP1). This 
illustrates the process of interdependence between EU trade policy and the 
fulfillment of Agenda 2030 commitments. At the same time, the impact gener- 
ated by international trade reveals global spillovers from EU trade policy. 


4 The EU Mechanism for the Implementation of Trade Agreements 
in Relation to the SDGs 


The trade channel, which is covered by trade agreements between the EU and 

third countries, obliges both parties to adhere to the following principles in 

line with the spGs (European Commission, 2020): 

— Follow international labor and environment standards and agreements 

— Effectively enforce their environmental and labor laws 

— Not deviate from environmental or labor laws to encourage trade or invest- 
ment, and thereby preventing a “race to the bottom” 

— Sustainably trade natural resources, such as timber and fish 

— Combat illegal trade in threatened and endangered species of fauna and 
flora 

— Encourage trade that supports tackling climate change 

— Promote practices such as corporate social responsibility 

— Promote sustainable public procurement 

— Remove barriers to trade and investment in renewable energy 

The Lisbon Treaty extended the European Parliament’s competence to negoti- 

ate trade agreements. Indeed, the European Parliament has in fact become a 

“veto player” as it has gained the competence to approve each and every agree- 

ment. The national level in the EU is informed about ongoing developments 

in the agreements through the Trade and Sustainable Development Expert 

Group. At the same time, the area of investment has come under the exclusive 

competence of the Ec under EU trade policy, which stems from the Lisbon 

Treaty (Rudloff & Laurer, 2017). 

The implementation of EU trade agreements also involves civil society 
representatives in the form of an advisory group who have the opportunity to 
discuss various aspects of the sustainable development agenda in trade agree- 
ments. The chapters related to sustainable trade and development are consid- 
ered to become essential elements of the “new generation” trade agreements. 
In 2018, the Ec proposed a 15-point action plan to review the effectiveness of 
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improving trade agreements. The proposed plan was reformulated into four 
principles: Working Together, Enabling Civil Society, Delivering, and Commu- 
nicating and Transparency. The idea was to transform EU trade policy in terms 
of both processes and outcomes. 

This action plan resulted in the publication of a Comparative Analysis of 
TSD Provisions for Identification of Best Practices to Support the TsD Review in 
September 2021 (LSE Consulting, 2021). The analysis included a selection of 1 
trade agreements with OECD countries (Canada, Japan, South Korea, Singa- 
pore, and the UK); developing countries (Central America, Colombia/Peru/ 
Ecuador, and Vietnam); and countries that are part of the EU Eastern Part- 
nership and are implementing Deep and Comprehensive Free Trade Areas 
(DCFTAs) as part of their Association Agreements with the EU (Georgia, Mol- 
dova, and Ukraine). In most agreements, trade and sustainable development 
objectives such as labor, environment, and cross-cutting issues are attached as 
a single chapter. However, agreements such as the EU-Canada Comprehensive 
Economic and Trade Agreement (CETA) contain three chapters, and the EU- 
UK Trade and Cooperation Agreement (TCA) differs significantly from other 
structures due to the specificity of the existing relationship between the par- 
ties (LSE Consulting, 2021). 

The analysis presented by LsE Consulting focuses on n agreements with 
various third countries. The detailed scope of the agreements is divided into 
the following areas (Velut et al., 2022): 

— Specific environmental issues covered by EU free trade agreements (FTAs). 
All the agreements covered by the survey contain a protocol and appen- 
dices focusing on environmental aspects. All agreements directly address 
the following issues: climate change, renewable energy, fisheries and for- 
est protection. Biodiversity is covered in 10 agreements — only the EU- 

Singapore Free Trade Agreement does not contain any specific provisions in 

this regard. In the area of illegal trade in rare species and genetic resources, 

including traditional knowledge, nine agreements incorporate such provi- 
sions. In the case of air pollution (five agreements) and the ozone layer (five 
agreements), most provisions are based on cooperation between the parties 
involved. 

— Explicit reference to multilateral environmental agreements (MEAs).* 


4 Within this area MEAs taken into consideration:: United Nations Framework Convention on 
Climate Change (UNFCCC); Kyoto Protocol to the United Nations Framework Convention 
on Climate Change (Kyoto Protocol); Paris Agreement; Montreal Protocol on Substances 
that Deplete the Ozone Layer (Montreal Protocol); Convention on Biological Diversity 
(CBD); Nagoya Protocol on Access to Genetic Resources and the Fair and Equitable Sharing 
of Benefits Arising from their Utilization to the Convention on Biological Diversity (Nagoya 
Protocol); Convention on International Trade in Endangered Species of Wild Fauna and 
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The UN Framework Convention on Climate Change (UNFCCC) and the 
Kyoto Protocol are referred to in 10 agreements (in addition to the EU-Canada 
Protocol). The Paris Agreements are included in four FTAs between the EU and 
Japan, Singapore, Vietnam, and the EU-UK agreement. The csp can be found 
in nine agreements and a reference to the Montreal Protocol in three. The 
Nagoya Protocol is included in two agreements (with Vietnam and the UK). 
The Basel Convention is included in two agreements: a free trade agreement 
with Colombia, Peru, and Ecuador and another with Central America. 

— Environmental regulatory sovereignty and exceptions. 

All agreements leave it to the parties to define their own environmental 
provisions and to modernize their policies in this direction. 

— Reference to international labor standards. 

All 1 agreements contain chapters on the standards outlined in the Lo 
Convention. Of all agreements, three do not cover occupational health 
and safety (FTAs with South Korea, Japan, and Vietnam); two agreements 
cover minimum wage and labor inspection (CETA and EU-UK); four cover 
aspects related to migrant workers’ rights (EU—Colombia/Ecuador/Peru, 
CETA, Vietnam, and EU-UK). 

— Explicit reference to international labor instruments. 

— Parties to all agreements agreed to add chapters on international labor 
instruments in the form of a commitment to the objectives of ILO 
conventions. 

— Other social commitments. 

— In the area of social commitments, gender and corporate social responsi- 
bility/responsible business conduct (CSR/RBC) promotion are included. 
CSR/RBC promotion is included in all agreements, while gender is included 
in nine — the agreements with Colombia/Ecuador/Peru and CETA do not 
address the following category. 

— Labor regulatory sovereignty. 

— The parties have retained the right in all agreements to adapt labor and 
social aspects to national law. 

— Trade and sustainable development (TSD) provisions on implementation: 
intergovernmental mechanisms; role of international organizations; civil 
society participation. 

An intergovernmental committee was set up to monitor the level of imple- 

mentation of all FTAs. Regular cooperation and exchange of information 

on the progress of the TSD chapters are essential for success. In the case of 

Ukraine, Georgia and Moldova, there is a need to align national instruments 


Flora (cITES); Waste management; Basel Convention on the Control of Transboundary 
Movements of Hazardous Wastes and Their Disposal (Basel Convention). 
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on employment, social and environmental policies with those of the EU. All 
agreements signed with the Eastern Partnership countries provide for close 
cooperation to build labor market capacity. 

All agreements underline the need for assistance from international organi- 
zations such as the ILO or the MEA. The role of such involvement is to promote 
deeper co-operation and coherence, but also to consult and analyze differ- 
ent tasks. The new nature of the FTAs reveals an openness to the public. All 1 
agreements include different aspects of civil society involvement in monitor- 
ing implementation at national and supranational levels. Depending on the 
agreement, this takes the form of a civil society forum or a subcommittee. The 
EU-UK agreement ensures representation of workers, employers and civil 
society organizations in cooperation on trade-related aspects of labor policy. 

The context of wro membership exerts a powerful influence on the shape of 
EU trade policy. The nature of EU trade policy measures depends on multilateral 
negotiations within the wTo system. The EU as an international organization is 
a member of the wTo, but at the same time each member state is a member of 
the wTo. The predominant objective of the wTo is to guarantee free trade, with 
some exceptional exemptions in cases of threats to food security or depletion 
of resources and people. The main principle of the wTo is non-discrimination 
or most favored nation (MFN). Within the wTo, the EU is committed to estab- 
lishing the rules of the multilateral world trading system and negotiates its own 
bilateral trade agreements with third countries (as mentioned in the above sec- 
tion). wTO members can set tariffs, which cannot exceed national (local) taxes. 
Anti-dumping duties can be applied when goods are exported at a lower price 
than the price at which they are sold for domestic consumption in the export- 
ing country (dumping). Despite the desire to develop free trade, wro member 
states retain the right to protect themselves with export tariffs. 

It is generally accepted that the objectives of the EU Common Market have 
been achieved by: 

— Abolishing customs restrictions as well as import and export quantitative 
restrictions. 

— Abolishing other measures that had an equivalent effect on trade between 
member states. 

— Applying the same trade policy and common customs tariff to third 
countries. 

— Removing obstacles to the free movement of services, capital and labor. 

— Applying a common agricultural and transport policy. 

— Pursuing a competition policy that seeks to protect the market from com- 
petitive distortions. 

However, these measures are only applied in the EU internal market; that is 

to say, in trade with EU member states. Other measures (tariff barriers) are 
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applied in trade with third countries. Many of these tariffs are “frozen” by the 
WTO. It is assumed that the efficiency of international trade depends on many 
conditions and characteristics. One of the most important of these is the dif- 
ferentiation of trade barriers (tariff and non-tariff). Those countries that are 
more transparent in reporting their regulations appear to be more restrictive 
(Chen & Novy, 2012). Theory has shown that there are many ways to classify 
trade barriers (European Commission, 2021a; WTO, 2021a; Daugéliené, 2016). 
The traditional classification of trade barriers includes tariff and non-tariff 
measures or barriers (Benz & Jaax, 2022). Figure 8.1 depicts possible tariff and 
non-tariff barriers introduced by developed countries to protect the domestic 
market from foreign competition. 
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FIGURE 8.1 


Structure of tariff and non-tariff trade barriers 


SOURCE: AUTHOR’S CONSTRUCTION BASED ON DAUGELIENE, (2014); WTO (2021); 
EUROPEAN COMMISSION TARIC (2022) 
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The first group comprises tariff barriers (customs and import duties) — 
import or export tariffs, which are categorized according to their application 
(ad valorem; specific or mixed import tariffs) or their purpose (e.g., income, 
protective or prohibitive). Tariff barriers can be applied depending on the 
underlying purpose of their application. This means that governments may 
have different objectives when they impose import tariffs. One of them may 
be to increase revenues from international trade. Secondly, in order to protect 
domestic infant industries from foreign players, they apply various quotas as 
well as substantial tariffs on export goods. Prohibitive import tariffs are usually 
so high that no imports are economically viable. 

The second category includes non-tariff barriers. Since most of the world’s 
developed countries (members of the wTo and the European Union with its 
introduction of free movement of goods) radically reduced tariffs, more atten- 
tion has been paid to non-tariff barriers. Due to their intrinsic heterogeneity, 
non-tariff barriers are categorized into several relatively more homogene- 
ous subgroups (Li & Beghin, 2012). Health and safety measures and technical 
standards — including sanitary and phytosanitary measures, technical barriers 
to trade, competition rights, customs clearance procedures and other stand- 
ards — are often singled out as policies among other non-tariff measures. They 
affect the scope of trade controversially. Technical standards and regulations 
have both trade-impeding effects by raising the costs incurred by exporters 
and comparable demand-enhancing effects by certifying quality and safety to 
consumers. Li and Begin (2012), after conducting their study, found that agri- 
culture and the food industry tend to be more impeded or less enhanced by 
technical tariffs than other sectors. 

In conclusion, non-tariff barriers can be divided into seven large groups. 
These include, for example, quantitative restrictions (import and export quo- 
tas); import and export licenses; fiscal treatment; voluntary export restrictions; 
legal regulations (norms, safety standards, state monopolies, public tenders); 
subsidies; other policy measures (such as “buy national goods policy”; intel- 
lectual property rights; bribery and corruption; unfair customs procedures; 
restrictive licenses; import embargoes; seasonal imports) (Daugéliené, 2016). 

The EU maintains tariffs in most product groups at the same (or very close 
to) levels negotiated in the wTo. For agricultural and food products, the EU 
plays a key role in agricultural liberalization.5 The global trend is to reduce the 
level of tariffs, but at the same time an increase in tariffs on food products was 
observed between 2002 and 2019 (Figure 8.2). 

In 2019, around 63% of imports into the EU market were zero-duty. The tar- 
iff structure applied by the EU remains stable. The simple average MEN tariff 


5 For more on the liberalization of the agriculture trade, see Chapter 6. 
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Import tariffs by product group, world average, 2002 and 2019 
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FIGURE 8.2 Import tariffs by product group, world average, 2002 and 2019 (%) 


SOURCE: HTTPS://EC.EUROPA.EU/EUROSTAT/STATISTICS-EXPLAINED/IMAGES/2 
/2A/IMPORT_TARIFFS_BY_PRODUCT_GROUP%2C_WORLD_AVERAGE%2C_2002_AND 
_2019.PNG 


rate remains at 6.3%. The applied MEN rates are broadly identical or close to 
the wTo bound rates. In the agricultural sector, tariffs are well above WTO rates 
with an average of 14.2%. In sectors such as fish and fishery products and cloth- 
ing, the highest protective rates remain at 1.8% and 11.6%. It is worth noting 
that the wTo underlines that the EU maintains an active role in terms of subsi- 
dies and state aid through the EU budget and member states’ national budgets. 
At the same time, this is driven by the modernization objectives needed to 
protect the environment (World Trade Organization, 2019). 

In 2021, the EU initiated a discussion on the reform of the wTo. One of the 
arguments against the current nature of the wTo is that trade is an opportu- 
nity because of its undeniable impact on economic development. At the same 
time, the EU emphasizes the leading role of the wTo in creating a balanced 
multilateral trading system. The wTo has done much for millions of people, 
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helping to lift them out of poverty and reduce inequality between nations. The 
EU suggests that the crisis in effective governance at the WTO stems from the 
ongoing conflict between the US and China, which is being settled outside 
the organization. The EU proposes a stronger engagement within the wTO to 
contribute to the achievement of the sDGs, and as such notes the lack of such 
joint engagement and the setting of common goals in the shape of a reform of 
the wTo rulebook, which should correspond to the challenges of the modern 
world, such as digitalization and climate challenges, by establishing new rules 
on digital trade, services, and investment. The wTo shall add to the new rules 
those that are applicable and help to reduce the degree of state intervention 
in trade. While reforming, the wro should focus on modernizing the rules on 
competitive neutrality: subsidies, state-owned enterprises, forced technology 
transfers and domestic regulation. Notably in the area of fishery subsidies, 
there is an observed need to finalize negotiations so as to send a signal to all 
members that the wTo has the inherent strength to propose and effectively 
implement multilateral agreements. Moreover, fishery subsidies would signal 
that the wTo keeps the spGs at the heart of its agenda. The EU emphasizes in 
its proposal the need to deepen cooperation on sDGs related to decent work 
and gender equality, so that trade liberalization contributes to meeting these 
goals. In the EU’s trade policy, but also in its priorities for the coming years, this 
issue is present in both external and internal relations. What is very intriguing 
is that the EU, in its relations with developing countries, including the LDCs, 
suggests that trade should be seen as an opportunity for these countries to 
integrate into the global economy (inclusive impact of trade) and therefore the 
WTO is not doing enough to integrate these countries into the global economy. 
The proposed reform also addresses the problem of governance, monitoring 
and functioning of the wro (European Commission, 2021b). 


5 Conclusions 


The European Union is undoubtedly a major player when it comes to influenc- 
ing the global trading regime. The EU is one of the leaders in the export and 
import of goods and services. At the same time, it pursues an active trade and 
development policy towards third countries. The EU considers trade to be a 
fundamental element of global development and a tool for the integration of 
developing countries, including LDCs, into the world economy, proposing a 
trade regime based on the csp. Still, the EU is deeply committed to achieving 
the spGs, which have been incorporated into the EU priorities for 2019-2024 
and provide a roadmap for the years ahead. EU member states support the 
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achievement of climate neutrality, but at the same time, in the EU, trade is 
perceived as providing leverage for greater business competitiveness and a bet- 
ter life for European citizens. The impact of trade on the internal market (EU 
firms, number of jobs generated inside and outside the EU) and on the integra- 
tion of developing countries into the global economy plays a significant role. 

The nexus between trade and the spGs is evident in bilateral agreements 
between the EU and third countries. A review of trade policy has shown that 
most agreements have one section dedicated to the Sustainable Development 
Goals. In the case of GSP, positive impacts in LDCs have been observed in areas 
such as human rights, good governance, and environmental protection. 

There are contentious issues between the EU and the wTo on trade liber- 
alization in the context of tariffs in the agricultural sector, as the EU main- 
tains much higher tariffs than those proposed by the wTo. The second issue 
involves state aid. The EU proposes a more comprehensive approach to public 
intervention in trade, while the wTo argues that the EU broadly supports a 
wide range of actors and sectors through the common budget. An approach in 
trade policy that includes the preparation of mid-term reviews reveals the EU’s 
efforts in implementing the spGs in bilateral agreements, on the one hand, 
and the efforts of third countries in reaching global goals, on the other. The EU 
appears to be an international organization that considers trade to be a global 
public good and treats it as one of the tools for building a resilient economy. 

Tight cooperation between the wTo and the EU is a prerequisite for secur- 
ing the multilateral trade regime as a global public good in relation to the 
SDGs. Equitable benefit sharing between countries in terms of social and eco- 
nomic impact is critical to protecting stable trade development in the context 
of the spGs. Since 2019 in the wake of the COVID-19 pandemic, protection- 
ism may seem like an enticing prospect, but all theories from classical theory 
onwards clearly indicate that free trade can result in the building and subse- 
quent development of a comparative advantage. Despite the undeniable gains 
of trade, it is important to consider how the parties involved share and develop 
these gains (Mendoza & Bahadur, 2002). The aim should be to prevent mar- 
ket failure and its spillovers, as well as asymmetry in access to information or 
incomplete information (Rudloff & Laurer, 2017). 
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PART 4 


Financial Stability and GDP in World Bank, 
IMF, and EU Activities 


CHAPTER 9 


The World Bank: A New Narrative for 
New Challenges? 


Ewa Latoszek and Andrzej Latoszek 


1 Introduction 


Increased globalization over the last decades, occurring in parallel with rapid 
economic growth in middle-income countries, has increased the sense of eco- 
nomic, social, and ecological interdependence while intensifying concerns 
over a growing list of global problems. Nowadays global public goods (GPG s) as 
such and sustainable growth concern all stakeholders, including international 
organizations and rich and poor countries. Moreover, the current economic 
and social situation poses the greatest challenge to international development 
cooperation and the aid system since World War 11. 

The spread of communicable diseases (especially the covID-19 pandemic), 
the multilateral trade and financial system structure of today, the impact of 
climate change, international security etc. clearly illustrate the urgency of con- 
certed global actions of all actors in international relations, with the World 
Bank/World Bank Group (wB/wBG) at the forefront. 

The contribution of this chapter to the main objective of this monograph 
is that it provides the current view on the role of the World Bank in fostering 
sustainable growth in the world via increasing its involvement in the manage- 
ment and production of global public goods parallel to its statutory activities 
focused on planned financial support for member states. The main aim of this 
section is to analyze and suggest ways in which the World Bank can strengthen 
its abilities in GPGs production to assist member states to meet their devel- 
opment objectives together with sustainable growth goals. The basic ques- 
tion that should be answered in these analyses refers to the backgrounds of 
changes that took place in World Bank priorities over the decades and the 
ways in which this organization is able to combine its main statutory aims with 
delivering GPGs to foster sustainable growth. 

The crisis and challenges of today have among others resulted in a particu- 
larly painful widening of the gap between the financial needs of developing 
countries and the actual possibilities of financing them by the main actors 
in international relations. Unfortunately, this process may be more difficult 
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than ever as the economic crisis resulting from the pandemic and the war in 
Ukraine has hit both developed and developing countries, i.e., traditional aid 
donors as well as recipients. Regardless of this, the World Bank underlines that 
it has a number of comparative advantages over other institutions: a global 
presence, a repository of best practices, financial acumen, leadership in global 
public goods, and an established role as an international development catalyst. 
According to Vikram Nehru, former World Bank chief economist for East Asia, 
while the Bank has always represented a tiny share of public investments in 
most countries, its strength comes from leveraging its lending with ideas. 

This chapter is organized as follows. A brief introduction defines the 
research problem and covers the aim and research questions. Section 1 deals 
with the structure of the wBG, its main statutory goals, and the role of the 
International Bank for Reconstruction and Development in the wBG, as well 
as changes in its policy priorities that took place over the decades. Section 
2 depicts the endeavors as well as difficulties connected with the wB policy 
towards GPGs, their management, production, and distribution, with special 
attention to the influence of the crisis caused by the pandemic. In Section 3 
the backgrounds of wB finances are discussed, as well as the trends of some 
new financial instruments. Finally, the conclusion sums up the chapter and 
elaborates the answers to the research questions. 


2 World Bank Group: Structure and Priorities 


The World Bank Group (wBG) has always played a special role in the process of 
contributing its knowledge and financial support to less developed countries 
and regions, as well as taking part in collective actions of other international 
organizations on GPGs. 

The wBG is made up of five organizations: 
— International Bank for Reconstruction and Development (IBRD) 
— International Development Association (IDA) 
— International Finance Corporation (IFC) 
— Multilateral Investment Guarantee Agency (MIGA) 
— International Centre for Settlement of Investment Disputes (ICSID) 
The largest and oldest institution in the wBG is undoubtedly the International 
Bank for Reconstruction and Development, which began its activity in 1945. 
The World Bank is not a bank in the strict sense of the word. It is the larg- 
est and most well-known development bank in the world, which in addition 
is an observer in the United Nations Development Group. The original goal 
of the IBRD was to finance the reconstruction and development of member 
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states by facilitating capital investment for productive purposes, including the 
reconstruction of economies destroyed during the war and the adaptation of 
their productive capacities for peaceful purposes as well as stimulating their 
development through the provision of loans, guarantees, risk management 
products, and advisory services. The activities of the World Bank are based on 
the provision of the following functions: providing financial assistance, per- 
forming fiduciary functions for private and public institutions from member 
states, providing advisory and analytical services and, in recent years, carrying 
out activities aimed at strengthening their development capacity to increas- 
ing their welfare through poverty reduction, development financing,! provid- 
ing loans for the development of health-care and education systems, advanced 
good quality infrastructure, and environment protection? (World Bank, 2007a). 

In the 1950s, the priority of the IBRD was the development of broadly under- 
stood infrastructure by granting loans for projects such as the construction 
of dams, power grids, irrigation systems, and roads. In the next decade — the 
1960s — loans were aimed mainly at restructuring agriculture and solving the 
problem of poverty and malnutrition. In the 1970s, attention was focused on 
health and education, i.e., on general aspects of hygiene, prevention, broadly 
understood health, fighting illiteracy, better access to education. In the 1980s, 
the IBRD’s attention was focused on new financial instruments aimed at sta- 
bilizing the economies of less developed countries. The new element in the 
Bank’s policy was also inviting experts from various fields, who supported 
the Bank with their knowledge in different areas, including in the field of 
national economic stability. In the 1990s, more attention was paid to social 
life and the role of the individual in society, cultural heritage, and also to the 
issue of climate change, which at that time was becoming the most impor- 
tant global public good in the world (Gutner, 2016, pp. 211-215). In 1991, the 
WBG formed the Global Environment Facility (GEF) to promote environmen- 
tally friendly and sustainable economic development (Independent Evalua- 
tion Group, 2013). After the 1992 Earth Summit in Rio, GEF became a separate 
institution (in legal terms it is still a part of the World Bank), being the great- 
est public funder for projects aiming to globally improve environmental con- 
ditions, bringing together 182 countries in collaboration with international 


1 Financial assistance includes direct financing of specific investment projects and programs, 
co-financing of loans from various sources, guarantees for borrowings, and assistance in 
obtaining loans by member states. The IBRD and IDA mainly provide financing for two types 
of operations: investment project financing and development policy financing. 

2 The last element includes, among others, initiatives to support economic growth and poverty 
reduction programs, such as global and regional programs, the Global Development Learn- 
ing Network, the Global Development Network, and the Global Knowledge Partnership. 
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institutions, civil society organizations and the private sector to solve global 
environmental problems while supporting domestic sustainable development 
initiatives. Moreover, the World Bank received authorization to administer the 
Green Climate Fund, which is an operating unit of the UN Framework Con- 
vention on Climate Change (UNFCCC), thus confirming its authorization and 
capabilities to produce and manage GPGs. At that time the World Bank also 
became the trustee of the Adaptation Fund established under the 1997 Kyoto 
Protocol, which maintained that the Fund would be financed with a 2% trad- 
ing fee for carbon dioxide emissions allowances under the Clean Development 
Mechanism. The funds thus raised were supposed to bring ample benefits to 
developing countries by increasing the funds to foster sustainable develop- 
ment because of financing projects for the countries to reduce exhaust gases 
emission into the atmosphere. This was a novel approach to finance, albeit 
seriously defective for several reasons, including an objection on the part of 
potential beneficiaries who fear such a policy may, in their case, reduce the 
pace of their economies’ growth. Hence, with varied attitudes of the signa- 
tory states of the Kyoto Protocol, the Adaptation Fund become a non-credible 
financing source (Evans & Davies, 2015, pp. 63-64). 

In the first decade of the 21st century, the World Bank’s policy focused on 
delivering to beneficiaries the financial support and knowledge to solve prob- 
lems related to state governance. In 2000, for the first time, the IBRD also indi- 
cated directly and assessed its place in GPGs production (Narayan et al., 2018, 
pp. 200-208). One of the first basic documents on the wB’s role in the produc- 
tion of GPGs was also prepared during this period as a joint background report 
of the wB/IMF (World Bank, 2007b). Notwithstanding, the strategy sparked 
criticism for focusing mainly on the existing traditional lending operations 
of the wBG, with just a little indication of something “new” (Birdsall, 2012). 
For the IBRD, as a primarily country-focused development institution, the key 
became its ability to work consensually with partner countries combining 
national development priorities and global public goods (World Bank, 2001). 
The Critical Ecosystem Partnership Fund (CEPF) established in 2000 by the 
GEF, the European Union, the government of Japan, L'Agence Francaise de 
Développement, Conservation International, and the World Bank is an exam- 
ple of a global program that provided financing and technical support to non- 
governmental organizations (NGOs) and private sector partners in order to 
protect important ecosystems with a significant impact on local, regional, and 
global development. To date, the program has provided grants to support over 
3,000 projects globally, ranging from US$20,000 (small grants) to US$150,000 
(large grants). 
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The second decade of the 21st century, i.e., the period between 2010 and 
2019, was a time of focusing on so-called big data and the flow of personal data. 
This is the most common topic concerning not only the data flow of the most 
important global institutions, but also the security of citizens and the problem 
of government surveillance (World Bank Group, 2021). 

New circumstances of the regional and global situation since 2020 have 
brought about adjustments in emphasis, instruments, and responses based 
on GPGs production. And so in the current decade, the main objectives of 
the World Bank Group cover human capital, the environment,? smart cities, 
equality for women,’ threats and armed conflicts, and pandemics (HIV, Ebola, 
malaria, SARS, COVID). 


3 The Role of the World Bank in Promoting Global Public Goods 


Building on the Samuelsonian public goods theory, there is a proposition that 
multilateral institutions, such as the World Bank, should undertake the mis- 
sion of providing global public goods. The World Bank is often considered the 
most qualified institution for this task. Such a proposal has solid theoretical 
and practical foundations, as an organization whose mission are sustainable 
development and global prosperity is promoting the idea of GPGs ever more 
audaciously. The GPGs themselves have become an important constituent of 
the Bank’s strategies (Ravallion, 2016). It is also beyond doubt that the World 
Bank still mainly provides private goods and resolves the problems of its benefi- 
ciaries, while global hazards are only becoming more conspicuous in its policy. 
Still, many researchers of the problem find it is necessary to analyze the Bank’s 
actions from three perspectives, i.e., nationally, regionally, and globally (Kaul 
& Grunberg, 2016, p. 27). Such a holistic approach to the World Bank shows 
that its actions undertaken at particular levels are complementary and thus 
contribute to producing GPG s by giving the Bank’s members an opportunity to 
solve global problems. Hence, it may be concluded that certain programs and 
products offered by the Bank, be it to one country only, should be considered a 


3 The environment includes financing of renewable energy, forest management, rural pro- 
tection, and development of approx. US$200 billion for the years 2021-2025, while natural 
disasters reduce consumption by about US$520 billion per year. 

4 According to 1BRD data, in 2019 alone 130 million girls in the world did not take up educa- 
tion, and 13 million were married off before the age of 18. See https://www.worldbank.org/en 
/who-we-are/ibrd (retrieved December 10, 2021). 


200 LATOSZEK AND LATOSZEK 


contribution to GPGs by the so-called spillover effect. This is because normally 
lending-based activities carried out by less developed countries also impact 
other countries of the region, and often of the world. For instance, a loan given 
to an African country to fight malaria may consequently stabilize health con- 
ditions regionally or globally, and it is connected with measures undertaken 
by other organizations, e.g., the WHO, in this area, which ultimately makes 
the good a cumulated GPG. In turn, many economists are of the view that in 
practice, the Bank’s production of GPGs is still too marginal, as the institu- 
tion mainly focuses on specific problems of member states rather than global 
issues. However, despite critical and prudent opinions of numerous experts 
(Ravallion, 2016), some researchers find that the World Bank Group (IDA, in 
particular) itself isa GPG (Kanbur, 2002, p. 24). 

Undoubtedly, numerous products and services rendered by the Bank are not 
only of a local, but also regional and global nature. This is because the World 
Bank offers innovative financial solutions, including financial products (loans, 
guarantees, and risk management products), as well as access to knowledge 
and advisory services for governments on a domestic and regional level. It 
finances investment projects across all the sectors and provides technical sup- 
port and expertise at each stage of a project. IBRD resources not only provide 
the borrowing countries with the required financing, but they are also a tool 
for a global transfer of knowledge and technical assistance. Advisory services 
in the area of sovereign debt and assets management support governments, 
official sector institutions, and developmental organizations in building trans- 
parent and stable institutions that guarantee protection and strengthening of 
the public finance management system, the improvement of the investment 
climate, the elimination of bottlenecks, and state enhancement. IBRD sup- 
port also includes preference interest long-term lending for the most disad- 
vantaged member states, as well as public and private business entities (on 
receiving government guarantees), and technical assistance. All the above are 
aimed at combating poverty, being a public anti-good, and financing sustain- 
able development by supporting such social life areas as health care, educa- 
tion, environmental protection, and infrastructure development. In return, 
however, the countries which benefit from the said support are required to 
undertake important political and economic measures, such as combating 
corruption, the growth of democracy, or the expansion of the private sector. 
Over the consecutive decades of its operations, the World Bank passed plans 
for the reconstruction and development of the world, plans allowing for global 
economic, social, and political changes, while the financed projects were to 
help implement the plans. Accordingly, the researchers basically agree that 
while the Bank’s specific programs and products target member states, most of 
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them may and should be considered as a contribution to the production and 
management of GPGs because of the abovementioned “spillover effect” of the 
provided lending (Kenny et al., 2018, p. 12). Simultaneously, only certain activi- 
ties of the World Bank may be considered core activities from a GPG production 
perspective. Trust funds managed by the Bank are a flagship example in this 
respect, which is elaborated later on in the next part of this section (Aramonte 
& Avalos, 2020). Experts maintain that the following are the most important 
GPGs with respect to their significance for development and dependence on 
assistance financing: 
— Overseeing, controlling, and fighting communicable diseases 
— Sustainable management of cross-border natural resources, such as the 
atmosphere, forest and marine ecosystems, fresh water, and fishery 
— Knowledge creation for development 
Conceptually, what should be deemed as the purest form of activities classified 
as GPGs in the World Bank are research and research findings published globally 
over the internet, publishing data, reports, and a variety of scientific and expert 
studies. This is because the IBRD is one of the world’s most prominent devel- 
opment research centers and a knowledge “bank” employing the world’s best 
experts who create tools to support development, such as the Doing Business 
project (provided objective measures of business regulations and their enforce- 
ment), the World Development Report (an annual report providing in-depth 
analysis of a specific aspect of economic development), the Development Gate- 
way (an interactive portal for sharing information on development and poverty 
reduction); AIDA (a complex database on developmental projects), and DG Mar- 
ket (an international database on the World Bank’s procurement procedures). 
While researching the World Bank in the sense of its impacting sustain- 
able development and the production of GPGs, it is vital to remember that 
the world used to be a completely different place 80 years ago than it is now. 
In the early 21st century the Bank took interest in global public goods, and it 
made the provision of global public goods strategic. It is beyond doubt that the 
Bank’s involvement in partnerships, as well as regional and global programs, 
varied, and with varying outcome. Some of the effects were significant achieve- 
ments indeed. Should the bank change radically and become a “global institu- 
tion addressing the global challenges of the future through global collective 
action” (Birdsall & Subramanian, 2007)? The World Bank may and should play 
an important role in providing such global public goods that pursue its main 
goal of reducing poverty and thus improving global prosperity. Moreover, the 
IBRD is engaged in actions that concern, among others, climate change and 
solving the problem of global warming, monitoring, and supervision of the rel- 
evant agreed measures undertaken, as well as initiating steps for enhancing 
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R&D with regards to new technologies for poor countries. Climate change is 

included in the greatest investment program being part of the environmental 

portfolio the World Bank (and possibly the world) has undertaken in terms of 
providing GpGs. In the years 2010 to 2021, a significant portion of the World 

Bank’s Country Assistance Strategies (CASs) and Country Partnership Frame- 

works (CPFs) concerned climate change. A good example of environmen- 

tal a GPG initiative is the Global Partnership founded in 2012 to raise US$1.5 
billion for the world’s overfished, polluted, and warming oceans, to double the 
number of protected marine areas, and to rebuild fish stocks. It is a coalition 
of governments, NGOs, scientists, and businesses committed to mobilizing at 
least US$300 million in catalytic financing to leverage another US$1.2 billion 

from businesses, NGOs, and other institutions (Evans & Davies, 2015, p. 64). 

So as to face up to the challenge, the Bank is taking up numerous initiatives 
aimed at linking its own development agenda to global public goods (World 
Bank, 2020a). Currently, there is in fact no single institution responsible for pro- 
viding global public goods on a worldwide scale. For instance, the Global Polio 
Eradication Initiative is managed by the WHO, but it is also financed from other 
intergovernmental sources. Global attempts to prevent climate change are 
coordinated under a UNFCCC umbrella agreement. The impact of international 
marine transportation on the environment is solved in agreements negotiated 
by members of the International Marine Organization. The list is long. The 
point is, however, that various public goods imply various problems, require 
various technical expertise and are of varying importance for various country 
groups. Thus, it is not possible for the World Bank to accept the role proposed 
by Birdsall and Subramanian (2007), and it is not obviously necessary. Many 
of these organizations work very effectively to produce global public goods. 
Hence, leaving these issues up to some selected organizations only could, in 
practice, result in numerous errors. Concomitantly, the World Bank must not 
just stand by only because the global efforts in some impact area of a given GPG 
are the responsibility of other organizations or because some management or 
supply measures have failed (Kopinski & Wróblewski, 2021). 

To summarize, given the current trends in the global economy the Bank 
will need to work with partner countries combining national development 
priorities with regional and global concerns. According to the World Bank 
Framework of 2007 (World Bank, 20074) this requires the Bank to undertake 
activities in the following areas: 

1. Enhance cooperation with partner countries on the integration of coun- 
try priorities and global/regional public goods. Management will explore 
how best to ensure a more systematic treatment of global public goods 
at the country-level, working collaboratively with partner countries and 
building on the Bank’s diversified tools of country assistance. 
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2. Strengthen its capacity for advisory services and lending related to global 
and regional public goods. To be credible in its advice, the Bank will 
continue to upgrade its staff expertise in areas of emerging priority and 
better align Regions and Networks in implementing the global public 
goods agenda. 

3. Participate strategically in global partnerships. Partnerships are an impor- 
tant instrument for pursuing critical global public goods objectives, and 
the Bank has many vehicles to participate in global initiatives. The major 
challenge is selectivity, to ensure that the Bank achieves the greatest 
impact from its interventions. Management sees a need to explore the 
coherence of the Bank’s large trust fund portfolio in support of global 
partnerships and to identify gaps in critical priorities. 

4. Explore new financing modalities for global public goods. Building on 
recent experiences (for example with the International Financing Facility 
for Immunization and joint 1BRD/IFC-funded projects), Management 
will continue to support new financing instruments, particularly if they 
help to address market failures (as in low-carbon investments) and if 
they contribute to leveraging private resources in the infrastructure, 
energy and health sectors. Such instruments should be pursued for global 
public goods activities that fill extraordinary and critical gaps in innova- 
tion, that provide major incentives for collective action, and those that 
would have a catalytic impact on other sources of funds. 

5. Continue to promote informed debate on global issues, and advo- 
cate constructively for developing countries. In particular, the Bank 
should contribute to: (i) a durable and equitable framework to reduce 
greenhouse gas emissions; and (ii) a successful conclusion of the Doha 
Round of trade negotiations. 

6. Increase action at the regional level. Concentrating on regional 
approaches to regional and global public goods may be a more relevant 
operational approach in some problem areas — such as water, energy, 
transport and health — and is likely to continue to gain in importance. 
The Bank can assist in developing common regulatory frameworks and 
shared financing options, and will enhance lending for multi-country 
investments addressing global public goods at the regional level. (World 
Bank, 2007a, pp. v—vi) 


4 World Bank Financing of GPGs 


The operations of the World Bank chiefly rest on providing financial assis- 
tance. The World Bank’s funds derive from member states’ contributions, 
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repayment of loans incurred earlier on and from the issue of bonds on global 
capital markets. The initial capital is share capital, with the largest portion 
of the Bank’s funds coming from global financial markets. In this way, it was 
possible to obtain more than US$500 billion to be provided to member states 
in loans aiming to alleviate poverty and improve global prosperity, from the 
Bank’s inception to 2021. 

As a financial institution, since 1959 it has continued to be Aaa rated by 
rating agencies. Hence, it is by far easier for the Bank to incur low-cost loans 
and offer average-GDP developing countries access to capital on convenient 
terms. This, in turn, helps to pursue development projects in a more sustaina- 
ble manner. Investors perceive the Bank’s bonds as quality securities, and IBRD 
financing often attracts financing from private sources. The funds that the 
Bank obtains yearly as profit from equity and non-significant credit margins 
cover the World Bank’s operating costs and make up the reserve to enhance 
its annual balance sheet and secure yearly transfer of funds to the IDA for the 
poorest member states. The Bank’s financial strength rests on the support it 
has from its shareholders, as well as on an array of financial policies and prac- 
tices. An effective credit policy and experience in finance and risk manage- 
ment have enabled the World Bank to maintain capital liquidity, diversify its 
financing sources, and use a portfolio of liquid investments to meet the finan- 
cial obligations and mitigate risk, including credit and market risk (Beegle & 
Christiaense, 2019, pp. 247-267). Borrowers may adapt the repayment terms to 
their needs and debt management capabilities as the loans offered bear fixed 
and variable interest in many currencies. However, borrowers typically prefer 
loans denominated in American dollars and the euro. The IBRD also supports 
its borrowers by providing them with access to risk management tools, such 
as derivative instruments, including Fx swaps and interest rate caps (World 
Bank, 2019). To conclude this topic, it is difficult to discriminate between 
actions to support member states and those creating global public goods, 
while discussing the activities of the World Bank. This is because they may be 
complementary, as it is often so that a single project combines domestic sup- 
port with a regional or global component. However, in order to play a more 
comprehensive role in providing GPGs, the Bank, next to the measures shown, 
also needs resources primarily dedicated to promote and supply so-called 
core global public goods. To date, the Bank was chiefly based on trust funds 
and short-term pilot programs in this area. Generally speaking, they were cre- 
ated by rich Bank members who also took care of the financial side, while the 
Bank was their administrator and not an institution that impacted their form, 
purpose, or consumption. It is all the more so that they have so far made up 
relatively minor funds pools, not integrated with the Bank’s budget, albeit fully 
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dependent on their donors, with the beneficiaries actually being fully depend- 
ent on their founders. The Bank’s authorities estimate that approximately 
US$600 million are spent annually under trust funds for GPG-related actions 
(Birdsall & Morris, 2016, pp. 5-10). This means that merely 10% of funds fuel, to 
varying degrees, international or global issues. The World Bank manages and 
coordinates around 3,000 trust funds by providing accounting, legal, finan- 
cial, and technical support (World Bank, 2020b). The most renowned and 
the largest funds the World Bank is involved in are the following: the Global 
Environmental Facility (GEF, est. 1992), the Climate Investment Fund (CIF, est. 
2008), the International Finance Facility for Immunizations (IFFIm, est. 2006) 
together with the Gavi, the Vaccine Alliance (est. 2000 as the Global Alliance 
for Vaccines and Immunization), the Global Partnership (est. 2012) or the Con- 
sultative Group on International Agricultural Research (CGIAR, est. 1971), the 
Extractive Industries Transparency Initiative (EITI, est. 2004). Many other, 
smaller mechanisms have also been created, such as the Critical Ecosystem 
Partnership Fund (2000), the Global Crop Diversity Trust (2004), the Global 
Concessional Financing Facility (GCFF, est. 2016), a considerable number of 
health-sector product development partnerships, such as the Medicines for 
Malaria Venture (late 1999) and the Drugs for Neglected Diseases Initiative 
(2003); pilot “pull” mechanisms, such as the Pneumococcal amc (Advance 
Market Commitment) vaccination initiative (2006) and the Results Initia- 
tive (2012); and World Bank — led mechanisms, such as the Extractive Indus- 
tries Transparency Initiative (2002) and the State- and Peace-Building Fund 
(2008). The World Bank Group has also mounted the largest crisis response 
in its history to help over a hundred low- and middle-income countries fight 
the health, economic, and social impacts of COvID-19 with its commitments 
for the 12-month period of fiscal year 2021 totaled US$98.8 billion, including 
spending for GPG to achieve a more sustainable world and to better protect 
the poor through digital economy (aimed at building financial sector resilience 
and resilience in value chains as well as universal, affordable, and high-quality 
infrastructure), more effective, resilient, and equitable education rebuilding 
existing systems to be more effective, and investing in remote learning, sav- 
ing lives, and securing food. Coordination and cooperation — including with 
the IMF, multilateral development banks, UN agencies, foundations, parlia- 
mentarians, the private sector and csos — have been key to the WBG crisis 
response. Close coordination with the IMF throughout the crisis has enhanced 
debt sustainability analysis, helped countries manage debt vulnerabilities 
and fiscal space, supported fiscal reforms, and ensured consistency of public 
spending and policies with macroeconomic stability. Close cooperation with 
the UN is particularly important in order to provide support to countries and 
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vulnerable communities across the humanitarian — development — peace 
nexus. Safeguarding global public health requires boosting capacity to stem 
the spread of the virus everywhere — including in fragile settings and refugee 
communities. The Bank launched the Health Emergency Preparedness and 
Response Multi-Donor Fund to complement wBG support and extend vital aid 
on health emergency preparedness and the response for COVID-19 and future 
epidemic outbreaks — including to member countries not in good standing 
with the IDA, the West Bank and Gaza, and Jordan and Lebanon for the benefit 
of Syrian refugees. The HEPRTF, and any future associated trust funds under 
that umbrella, have provided an initial amount of up to US$500 million to sup- 
port countries to prevent, respond to, and mitigate the impact of COvID-19 and 
future epidemic outbreaks (World Bank, 2021). 

To summarize, it should be emphasized that establishing trust funds and 
grants, whatever the above said defects they may have, enables expanding the 
operations of the IBRD, in particular in response to natural and other types 
of disasters, as well as to finance innovations (World Bank, 2020a). Thanks to 
them, the World Bank Group is able to provide practically instant support when- 
ever the creditworthiness of countries suffering such problems is inadequate. 
Partner programs are increasingly more often used to engage partners from 
the non-governmental and private sector, as well as to combine their knowl- 
edge and capital with the wBc’s capabilities regarding the provision of pro- 
development solutions in beneficiary states. As in the case of IDA resources, 
within the framework of the World Bank, the funds belong to a so-called devel- 
opment finance instrument (DFI), which is managed by the Bank’s Vice Presi- 
dent of Development Finance. The structure aims to create and popularize 
business programs, trust funds and partner programs. The unit helps to develop 
and manage business operations related to the Bank’s partnership and trust 
funds. It is a link between external and internal clients as regards the develop- 
ment of program strategy, policy, and management. What is more, the DFI facil- 
itates the creation of trust funds. In the realm of partner relations, it helps to 
maximize resources from current and new development partners. The unit is in 
charge of strategic high-profile consultations between the World Bank Group 
and its development partners (IBRD, 2021). Owing to these consultations, the 
unit supports actions to identify common development priorities and under- 
stand the options offered by various financing channels within the World Bank 
Group. The DFI also facilitates coordination among the World Bank’s business 
units by way of early and regular reporting on fundraising actions. 

Given the rising interest in sustainable development policy, GPG produc- 
tion, as well as new global challenges emerging (such as pandemics, the war 
in Ukraine, and mass migration), it seems highly likely that the production and 
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financing of GPGs will continue to increase robustly in absolute terms. Never- 
theless, the funds’ origin remains a problem, as the donors, particularly under 
current circumstances, are unwilling to devote increasing funds to this purpose. 
It means that the production of GPGs is financed at the cost of the remain- 
ing, domestic development assistance. Researchers of the problem show that 
GPG expenses under multilateral development assistance rose from 5 in 2010 to 
around 18 in 2019. Still, it needs to be pointed out that the data is not very pre- 
cise, as the construction of a systematic and regular system of computing the 
share and structure of the assistance given to GPGs has failed over the years, be 
it globally, on a particular donor country level, or that of multilateral institu- 
tions that spend ample funds under development assistance for this purpose. 


5 Conclusions 


The mission of the World Bank Group is to enhance security and prosperity 
of the population by reducing poverty and fostering sustainable development 
in developing countries, while the main instruments of its policy are loans, 
guarantees, analytical works, and technical assistance. Undoubtedly, from its 
very inception, the wBG has contributed to a high level of progress in fight- 
ing poverty on a global scale. The World Bank itself, which the many years of 
its operations testify, is a global institution with almost universal membership 
and, principally, with a global mission to reduce poverty in the world, to pro- 
tect the environment and redress the damage humans have inflicted over the 
last few dozen years. This is because the challenges are still valid and have even 
deepened, including on account of the world encompassing the pandemic or 
the war in Ukraine. Around 20% of people in the world are still living on less 
than US$1a day, and 46% — on less than US $2; over 3 million people (including 
2 million children) are dying each year from diseases for which vaccines exist, 
30,000 people are dying every day from hunger, and more than 113 million chil- 
dren do not go to school. There are still insufficient funds to help the poorest. 
On a yearly average, the official development assistance (ODA) amounts glob- 
ally to around US$uo billion a day, while US$1,000 billion annually is spent 
on the military and over US$20 billion annually is spent to feed domestic 
animals in the US and in Europe. As the World Bank provides lending to the 
governments of developing countries to finance development projects, eco- 
nomic reforms, and technical assistance, it has to evaluate project applications 
with respect to whether the project will help the beneficiary country econ- 
omy, whether it will favor the world’s poorest regions and increase the oppor- 
tunities for such social groups as youth and women, how it will impact the 
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environment in the long term, whether it can be financed from other sources, 
and whether the state will be able to continue actions carried out as part of 
a project once the Bank’s financing is over. It is also for this reason that, in 
line with the mandate’s objectives, the actions of the wBG are subjected to the 
needs of particular member states. Such an assumption largely impacts the 
scope and directions of providing GPGs by the wBG. More funds are needed 
to finance the purpose: if no additional sources are employed, member states 
will receive less assistance funds and will compromise their own develop- 
ment goals. Therefore, paradoxically, it is the poorest countries that in practice 
oppose to such a policy of the World Bank the most, arguing that the money 
they deserve is being taken away from them. As mentioned before and as the 
World Bank’s practice to date shows, trust funds should be the best instru- 
ments providing the production of GpGs. However, their usefulness depends 
on how rich they are. As they are still regrettably not affluent enough, they are 
confined to just a certain group of countries. On the other hand, however, it is 
important to highlight that the current global governance landscape has given 
rise to a unique political vacuum. In the face of increasing threats of national- 
ism and related challenges around the world, institutions like the World Bank 
are being called upon to play a critical role in addressing these issues. For over 
20 years, the focus of the Bank’s work in global public goods has been on five 
areas endorsed by the Development Committee in September 2000: preserv- 
ing the environment, controlling communicable diseases, strengthening the 
international financial architecture, enhancing developing countries’ partici- 
pation in the global trading system, and creating and sharing knowledge rel- 
evant for development (IMF/World Bank,2000). To meet such expectations, 
its engagement should be consistent with its development mandate and rela- 
tive strengths to assist countries in achieving sustainable development and 
increasing their welfare through the production of GPGs. It follows that the 
operations of the World Bank should be based on financing investment pro- 
jects which, in the long term, will be important for and favor not only selected 
countries, but also global development. Therefore, the Bank along with other 
organizations (including the Global Environmental Facility) should ensure 
that funds are made available and wisely invested. Other actions of the World 
Bank with respect to providing GPGs include investments in tropical medi- 
cine research, supervision over communicable diseases, and the development 
of global common resource management institutions. Initiating efforts for 
international security by “cutting off” Russia from credit and any forms of sup- 
port with respect to the assault on Ukraine is an example of the World Bank’s 
involvement in GPG management and production. 

The Bank may and should do more in all these areas. This implies that a 
comprehensive review of the Bank’s policy is necessary to channel its strategy 
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towards better coordination of the Bank’s present policy with the broadly 
understood goals of providing global public goods to promote development 
and security. The Bank’s involvement in this respect has been of an on-and- 
off nature so far, often in response to a crisis or inspired by third parties. The 
Bank’s overall involvement in the production of GPGs should be more strate- 
gic. More ideas should be generated internally. The focus should be on poli- 
cies and projects that complement the Bank’s core operations, which largely 
involve domestic lending. The programs and strategies the Bank creates should 
also point to external partners. 
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CHAPTER 10 


IMF Activity Supporting International Financial 
Stability and Sustainable Development 


Magdalena Proczek 


1 Introduction 


The International Monetary Fund (IMF) ensures the stability of the interna- 
tional financial and economic system by controlling, regulating, and assisting 
its members. The IMF conducts ongoing bilateral and multilateral surveillance 
of member countries’ financial and economic policies, which is an important 
part of the rmr’s work to sustain the development and manage global public 
goods. In the process of surveillance and regulation, the Fund identifies poten- 
tial risks to macroeconomic and financial stability. It also identifies necessary 
adjustments and, where necessary, assists member countries in preparing 
along with implementing adjustment and recovery programs, which is often 
combined with the provision of financing during the period of implementa- 
tion of the programs and technical assistance. 

The aim of this chapteris to present the IMF as an international governmental 
organization, which works to ensure stability and sustain the development of 
member states together with the global economy. The International Monetary 
Fund is an international organization, which creates global public goods such 
as financial stability on a national and international scale and provides finan- 
cial and technical assistance to member states for the implementation of the 
Sustainable Development Goals. This task is reflected in the structure of the 
chapter, which consists of an introduction, three main sections, and a conclu- 
sion. The three sections cover the International Monetary Fund as an interna- 
tional governmental financial organization, international financial stability as 
a global public good and a priority for IMF operations, and the engagement of 
the IMF in achieving the Sustainable Development Goals. 

Nowadays, global state-of-the-art includes an in-depth discourse on the sta- 
bility of the financial system. This issue has been analyzed by, among others, 
Minsky (1992), Crockett (1997), Fidrmuc and Schardax (1999), Trichet (2000), 
Padoa-Schioppa (2002), Large (2003), Schinasi (2004), Allen and Wood (2006), 
Heiko and Čihák (2007), Shirakawa (2012), Mitrović Mijatović (2013), and 
Morgan and Pontiens (2014). In turn, research on the creation of international 
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financial stability by the IMF has recently been carried out by Lastra (2012), 
Ciobanasce (2012), Zamorski and Lim (2013), Taylor (2015), Gallego et al. (2018), 
Bhasin and Gupta (2018), Gao and Gallagher (2019), and Pandey (2020). There- 
fore, it seems justified — especially from the perspective of contemporary global 
threats such as the COVID-19 pandemic or the war in Ukraine — to question the 
contemporary role of the IMF to sustain the development and management of 
the global public good which is international financial stability. Therefore, the 
research problem posed in this way requires the presentation of the IMF’s role 
in more detail. This is the main objective of this chapter. 

In sum, the chapter is a study of the issues selected by the author and does 
not pretend to exhaust the full extent of the subject. Including all issues con- 
cerning the IMF’s activities for ensuring stability and sustainable development 
of member states and the global economy would undoubtedly exceed the 
scope of the proposed analysis. 


2 The International Monetary Fund as an International 
Governmental Financial Organization 


The IMF was created in order to recreate the international financial architecture 
after the Second World War. Its establishment was decided in July 1944, but for- 
mally the Fund began functioning on 27 December 1945, when 29 countries — 
members of the founding conference in Bretton Woods — ratified the Articles 
of Agreement (Vreeland, 2007, p. 5). The IMF Statute is based on the American 
plan, or rather the concept of H. D. White, according to which the balance 
of payments of the member states should be achieved by conducting an ade- 
quate economic policy, to which the countries participating in the Bretton 
Woods Conference committed. The inclusion in the rmF Statute of the princi- 
ples of functioning of the monetary system determined the central position of 
this organization in the international financial system and care for its stability 
through control, regulation, and assistance to its members. 

From the very beginning of its existence, the organization has been working 
for the stabilization of the international financial system, especially the system 
of exchange rates and international payments, as a tool and, at the same time, 
a category of global public goods classified by Stiglitz (2003). The objectives 
of the IMF’s activities, which are formulated in Article I of the ImF’s Statute, 
therefore include (IMF, n.d.-a): 

1. Promoting international monetary cooperation through the establish- 
ment of a permanent organization providing a mechanism for consulta- 
tion and interaction in international monetary relations. 
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2. Pursuing sustainable development and an increase in the volume of 
international trade, fostering the growth of employment and real income 
as well as the development of the productive resources of member 
countries. 

3. Ensuring exchange rate stability, maintaining regulated monetary rela- 
tions among IMF members, and avoiding the use of competitive currency 
devaluation. 

4. Supporting the establishment of a multilateral clearing system for current 
transactions and removing foreign exchange restrictions that hamper the 
development of international exchanges. 

5. Placing general resources of the IMF at the disposal of member countries 
in periods requiring balance of payment adjustments, without measures 
which could negatively impact the economies. 

6. Reducing the length of imbalance periods in ıMF member countries’ 
balance of payments. 

In fulfilling its statutory objectives, the IMF simultaneously performs three 

basic functions: 

1. Controlling: it supervises its members’ observance of the established 
rules of activity related to monetary policy, international payments, and 
currency convertibility. 

2. Regulatory: it is a platform for multilateral negotiations and cooperation 
for the regulation of international monetary and financial relations. 

3. Operational: it puts the necessary financial resources at the disposal of 
member countries and provides technical assistance mainly for equal- 
izing and maintaining the balance of payments. 

The International Monetary Fund is a specialized organization within the 

United Nations system. However, it has its own structure and financial 

resources, and its cooperation with the UN takes place under a separate agree- 

ment. The organization currently covers almost all countries in the world. It 
has 190 members (IMF, n.d.-g). The IMF, like any international governmental 
organization, conducts activities for the implementation of which it needs 
financial resources. The financing of the Fund’s activities, including the 
implementation of the objectives of sustainable development with the use 
of global public goods — international financial stability — is possible thanks 
to its resources and borrowed money. These include: payments of member 
countries to the share capital (the so-called member quotas or shares, that 
is, national currencies, special drawing rights [spRs], and gold), income from 
deposits, and financial operations. The Fund also raises money by borrowing 
on the financial markets. From its member shares, borrowed resources, and 
income from lending operations, the IMF pursues external activities, i.e., the 
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creation of a global public good (such as international financial stability) and 
provides financial along with the technical assistance to member countries in 
support of the Sustainable Development Goals. 


3 International Financial Stability as a Global Public Good: a Priority 
for IMF Operations 


3.1 The Concept of International Financial Stability 

The concept of international financial stability has changed its original 
meaning over the years of IMF operations. Initially, the term was equated 
with financial stability, understood as price stability or the non-existence of 
inflation or deflation. The literature emphasizes the link between financial 
and exchange rate stability and draws attention to the dynamics of contem- 
porary financial processes. Many definitions include stability as the absence 
of instability or disorder. Mishkin believes that financial stability is “a state 
in which there is no financial crisis.’ Therefore, ensuring stability is primarily 
associated with preventing financial crises and mitigating the effects of crises 
(Mishkin, 1991). On the other hand, the Bundesbank defines financial stability 
as “a state in which the financial system effectively performs its key functions, 
such as resource allocation, risk sharing, payment settlement, and is able to do 
so in the face of shocks, stress situations and periods of fundamental change” 
(Deutsche Bundesbank, 2003, p. 8). In turn, for Schinasi, 


financial stability is a situation in which the financial system is able to 
perform its three basic functions simultaneously. First, the financial sys- 
tem is efficient and smoothly facilitates the intertemporal allocation of 
resources from savers to investors and the allocation of general economic 
resources. Second, future financial risk is identified and appraised accu- 
rately and is relatively well managed. Third, the financial system is in a 
condition that allows it to absorb financial and economic shocks in an 
efficient and comfortable manner. (Schinasi, 2006, p. 82) 


Defining financial stability by paying attention to the components of the finan- 
cial system and identifying the stability of the financial system as the stability 
of markets and financial institutions is proposed by Mitrović Mijatović (2013). 
The mechanisms facilitating the maintenance of international financial sta- 
bility, which as mentioned earlier is a global public good, are supervision, 
regulation, but also financial and technical assistance from the International 
Monetary Fund. 
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The monitoring of financial, exchange rate, and economic policies is an 
important part of the IMF’s work in balancing development and managing 
global public goods in fulfilling its monitoring function. Indeed, financial, 
exchange rate, and economic stability are both national and global public goods. 


3.2 Surveillance Activities 

The IMF’s surveillance activities are governed by the IMF's Statute, which 
defines the responsibilities of both member countries and the Fund itself. 
According to the Statute, each member undertakes obligations concerning 
the conduct of monetary, exchange rate, and economic policies, in particu- 
lar those that promote economic growth and ensure financial stability, and 
entrusts the Fund with the surveillance of the fulfillment of its obligations 
concerning exchange rate policy and the financial system and makes the reli- 
able information necessary for the surveillance available to the organization. 
In turn, the IMF undertakes to exercise control over the international financial 
and monetary system with a view to ensure its effective functioning, particu- 
larly its stability. The Fund’s surveillance function is carried out through sur- 
veillance at the national level (so-called bilateral surveillance: IMF — state) and 
at the global level (multilateral surveillance). 

The translation of the provisions of Article 1v of the 1MF’s Articles of Agree- 
ment into concrete IMF surveillance activities takes place through decisions on 
surveillance, which set the direction of the activities. They are supplemented 
by guidance notes, which specify the principles for the preparation of surveil- 
lance analyses. In particular, the IMF is currently conducting analyses of the 
potential impact of domestic economic policies on the spillover environment 
and of financial stability issues, including external stability, particularly with 
regard to two aspects — exchange rates and capital flows. These activities are 
intended to ensure that the IMF is able to monitor members’ external activi- 
ties more effectively, engage member countries in constructive dialogue, and 
promote global economic and financial stability. 

The Fund also carries out activities to promote global financial stability 
and sustainable development, particularly in support of employment growth 
and a better understanding of countries’ development prospects. These are 
mainly tasks related to five priorities: the integration and deepening of risk 
analysis and extrapolation, macro-financial surveillance, increased attention 
to structural policies (including labor market issues), consistent policy recom- 
mendations and expert advice from the Fund, and transparent IMF — member 
country dialogue (IMF, 2014). 

The IMF carries out surveillance of the economic and financial policies of 
member countries and of the international financial and monetary system 
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using a range of analytical surveillance instruments. Policy advice to members 

is provided in reports presenting the results of surveillance analysis. These are 

recommendations that, in the Fund’s point of view, promote domestic and 
international financial and macroeconomic stability. These recommenda- 
tions are often the result of the Fund’s cooperation with other international 
institutions, notably the International Bank for Reconstruction and Develop- 
ment. This cooperation and the issuing of recommendations and regulations 
to member states by the Fund are carried out by the organization as part of its 
regulatory function. 

Today, the mF’s bilateral surveillance and regulatory instruments are: 

1. Reviews of economies under Article Iv of the Statute: are a key instru- 
ment of IMF surveillance activities. They are mandatory for member 
countries and take place annually or on a biennial basis. During the 
review the risks to a country’s internal and external stability are identi- 
fied. The review concludes with an IMF report containing an assessment 
of the country’s current economic situation. 

2. Financial systems reviews: aim to stabilize financial systems in member 
countries, in particular to identify the strengths and risks of the finan- 
cial system, the quality of the regulatory and supervisory framework, to 
identify ways to manage key risks, and to analyze its stability and crisis 
resilience. 

3. Reviews of the consistency of national financial standards, codes and 
good practices with international standards: are an analysis and assess- 
ment of the member states’ compliance with international standards and 
codes in various areas, which include, among others: accounting, anti- 
money laundering and counter-terrorist financing, banking supervision, 
transparency of financial and monetary policy, and payments systems. 
(IME, n.d.-k) 

In turn, when it comes to the IMF’s multilateral surveillance and regulation, 

these include the following instruments (IMF, n.d.-j): 

1. World Economic Outlook (wEo): presents an analysis of the current situ- 
ation of the world economy and prospects for its development as well as 
analyses of the most important current problems of the world economy. 
Spillovers and international interactions are examined. 

2. Regional Economic Outlook (REO): are prepared on the basis of WEO 
reports for: Sub-Saharan Africa, Asia and the Pacific, Europe, the Middle 
East and Central Asia, Asia and the Pacific and the Western Hemisphere 
area (USA and Canada and Latin America and the Caribbean). 

3. Global Financial Stability Report (GFsR): presents analysis on the most 
important current issues in global financial stability. It includes analyses 
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of credit, market, and liquidity risks, with particular reference to the situ- 
ation in emerging markets. 

4. Fiscal Monitor (FM): contains analyzes of the public finance sector. The 
report analyzes — from a national perspective — the impact of the crisis on 
fiscal policy and the sustainability of public finances. 

5. External Sector Report (ESR): analyzes global external developments 
and provides multilateral assessments of the world’s largest economies, 
representing over 90% of global GDP. The report includes: an overview 
chapter that emphasizes multilateral issues and discusses the risks and 
policies needed to reduce excessive imbalances; an analytical chapter 
that covers topics relevant to the analysis of external sector dynamics 
and adjustment mechanisms; and a final chapter that details the assess- 
ment of each economy considered. 

During the surveillance and regulatory process, the Fund identifies potential 
risks to macroeconomic and financial stability and identifies necessary adjust- 
ments. The primary objective of surveillance and regulation is thus to pro- 
mote sustainable development using global public goods, both domestically 
and internationally. At the same time, if necessary, the IMF supports member 
countries in the preparation and implementation of adjustment and recovery 
programs, which is often combined with the provision of financing during the 
implementation period of the programs and technical assistance. 


3.3 IMF's Provision of Financial Resources 

Today, as part of its operational function, the IMF provides financial resources 
to member countries essentially in the form of a repayable loan. The Fund aids 
members both from its own and borrowed resources. Loans are granted in 
the form of sales of foreign currencies to countries in exchange for their own 
currencies, with an obligation to reverse the transaction at a specified date 
(Dicks-Mireaux, et al., 2000, p. 504). The loan is granted based on an agree- 
ment with the Fund, which, depending on the financial instrument concerned, 
may be general or preferential.! 

The assistance made available by the rmF shall in principle be propor- 
tional to the country’s contribution to its capital stock. Obtaining financing 
is preceded by negotiations between the member and the Fund on the terms 
and conditions of the adjustment program, the amount of the loan and the 
choice of the financial instrument to be supported. The proposal of the coun- 
try concerned is presented in the form of a Letter of Intent. Upon approval 


1 IMF preferential assistance will be discussed later in this chapter. 
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of the agreement, funds are transferred on the basis of loan tranches. The 

disbursement of each subsequent tranche usually takes place after the IMF 

has assessed the effectiveness of the implementation of the adjustment pro- 
gram by the respective borrower and is usually disbursed on a quarterly basis. 

The above procedure provides the Fund with an opportunity to influence the 

effectiveness of structural reforms aimed at improving the economic situation 

of the country applying for financing. In accordance with the IMF decision 

of March 24, 2009, the upper limit for loans is now 200% of the value of a 

country’s contribution to capital per year and no more than 600% in total. 

Occasionally the Fund may, after an individual assessment of the situation in 

the recipient country, increase the maximum limits (IMF, 2009). 

The scope of contemporary IMF lending assistance includes the following 

non-preferential facilities available to all member countries (IMF, n.d.-e): 

— Stand-by Arrangement (SBA) is the International Monetary Fund’s primary 
lending facility and represent the first option to assist member states in case 
of balance of payments needs. The sBa facility is designed to help coun- 
tries resolve short- and medium-term balance of payments problems. The 
length of the sBa is usually between 12 and 24 months, but not more than 
36 months. The loan is repaid within 3.25 to 5 years from the start of the 
program. SBAs can be used on a precautionary basis, where countries do 
not borrow approved amounts, but retain the option to do so if conditions 
deteriorate. The sBA provides flexibility with respect to the timing of IMF 
disbursements, with the possibility to accelerate them if necessary. 

— The Extended Fund Facility (EFF) was established in 1974 to help countries 
resolve medium- and long-term balance of payments problems that have 
structural impediments requiring fundamental economic reform. Extended 
Fund Facility (EFF) programs are longer than the sBa, but usually no longer 
than 3 years at the time of approval, with a maximum extension of an addi- 
tional year when necessary. However, a maximum period of 4 years is also 
allowed at the time of approval in order to restore macroeconomic stability 
and to adequately ensure the member state’s ability and capacity to imple- 
ment deep and lasting structural reforms. The EFF loan matures between 
4.5 and 10 years after the start of the program. 

— The Flexible Credit Line (FCL), available since 2009, is designed for coun- 
tries with very strong macroeconomic fundamentals and credible economic 
policies and is useful for both crisis prevention and resolution. The FCL is 
granted at the request of a member if certain eligibility criteria are met (ex 
ante conditionality). The duration is 1 or 2 years (with a periodic review of 
continued eligibility after 1 year) and the loan repayment period is the same 
as for the sBA. Unlike the sBA/EFF, the use of funds available under the FCL 
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line is not subject to ex post conditionality, as countries meeting the FCL 
eligibility criteria are expected to implement appropriate macroeconomic 
policies. It is possible to draw on the credit line at any time after activation 
or to treat it as precautionary. 

— The Precautionary and Liquidity Line (PLL) has been an IMF supplementary 
lending facility since 2011 to flexibly meet the needs of member countries 
with sound macroeconomic fundamentals but with certain vulnerabilities 
that prevent them from using the FCL. A PLL may be granted at the request 
of a member country if the member meets certain eligibility criteria (ex 
ante conditionality), with ex post conditionality also lying if available funds 
are drawn down. PLL contracts can last for 6 months or 1 to 2 years. 

— The Rapid Financing Instrument (RFI) provides rapid and easily accessible 
financial assistance to member states facing acute balance of payments 
needs without the need for a full adjustment program. The RIF applies, inter 
alia, in cases of urgent needs, including those resulting from commodity 
price shocks, natural disasters, post-conflict situations and emergency situ- 
ations resulting from fragility. Financial assistance provided under the RIF is 
subject to the same financing conditions as for the sBA. A member country 
requesting emergency assistance is required to cooperate with the IMF in its 
efforts to resolve balance of payments problems and to outline the general 
economic policies it proposes to pursue. 

The assistance placed at the disposal of members by the Fund is, therefore, 

aimed at helping individual countries overcome balance of payments prob- 

lems, improve their macroeconomic and financial situation, and provide them 
with conditions for sustainable development, both economically and socially. 

Nowadays, the IMF’s priority is also to prevent crises and to promptly mitigate 

their consequences for international stability. The pursuit of this goal mani- 

fests itself, inter alia, in the increasingly frequent granting of credit to countries 
in need in excess of the exceptional access amount and in taking precaution- 
ary steps, i.e., the use of precautionary loans on offer. In addition, there have 
also been changes related to the conditions for borrowers. The Fund now seeks 
to optimize these conditions so that they meet the objectives of IMF's activity 
(Edwards & Hsieh, 201, p. 79). 


3-4 The Specific Case of Ukraine 

Ukraine is the ImF’s largest borrower. In the years 1994-1995, it used a loan of 

US$763.1 million under the Systemic Transformation Facility to sustain its bal- 

ance of payments. It was the only program that was implemented in its entirety. 
In the next 3 years, annual stand-by programs for a total amount of US$1.9 

billion were implemented, supporting the exchange rate of the national 
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currency, and stabilizing the transition from centrally planned economy to a 
free market. However, in March 1998, the IMF suspended the program due to 
the failure of the government to deal with the budget deficit and the money 
supply. Since 1998, Ukraine has become a beneficiary of the Extended Fund 
Facility, using only slightly more than half of the funds (US$1.19 billion out 
of US$2.6 billion) allocated in 1998-2002 to increase the foreign exchange 
reserves of the National Bank of Ukraine. 

In the following years, until the crisis on world financial markets in 2008, 
the cooperation between the IMF and Ukraine was based on the principles of 
technical support. For the fourth time, it benefited from financial assistance 
under the Emergency Financing Mechanism in 2008 to the amount of US$16.5 
billion, of which it received US$10.6 billion in three tranches (64% of the allo- 
cated amount). This program was replaced in 2010 by a new 2.5-year program 
of US $15.1 billion, of which US $3.39 billion had been used by 2013 (22.5%). The 
sixth stage of IMF support started in 2014 after the approval of a new stand-by 
loan. 

However, due to the economic and political crisis caused by the Russian 
aggression, Ukraine used only 26% of this amount, and in 2015 this loan was 
replaced with a 4-year EFF program (US$8.7 billion). In 2018, a new EFF pro- 
gram for Ukraine was adopted for a period of 14 months and an amount of 
US$3.9 billion, which was completed on February 17, 2020. After difficult nego- 
tiations (and the fulfillment of two conditions — the adoption of the banking 
law and the law on trade in agricultural land) on June 9, 2020, the IMF and 
the Ukrainian authorities resumed their cooperation by signing an 18-month 
stand-by agreement of US$5.04 billion to help counter the negative effects of 
the COVID-19 pandemic, restore the balance of payments, and carry out fur- 
ther structural reforms. 

It should be noted that the cooperation between the IMF and Ukraine is 
conditional. The partners agree on the effects expected from Ukraine after the 
end of the next aid program. The IMF assesses the implementation of the sug- 
gested reforms and decides on the level of their effectiveness. The requirements 
set by the IMF from program to program are becoming more and more difficult 
to meet in a short time, which translates into a low level of use of the allocated 
funds by Ukraine. 

The main goal of Ukraine’s cooperation with the IMF so far has been to 
stabilize the Ukrainian financial system, carry out structural reforms, and cre- 
ate the foundations for sustainable economic growth. However, the funds were 
mainly used to cover the budget deficit or sustain the balance of payments. 
Due to late fulfillment of obligations and unused tranches under loan agree- 
ments, Ukraine pays the so-called commitment fee. 
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Nevertheless, the requirements set by the IMF are in line with the planned 
reforms. At the same time, the funds at the disposal of the IMF are cheaper 
than commercial loans or money obtained from the issuance of Eurobonds, 
and the government has managed to implement socially unpopular reforms 
that have been blocked for many years by oligarch groups or the Ukrainian 
society. Ukraine’s cooperation with the IMF also offers the possibility of obtain- 
ing financing from other international institutions, such as the World Bank, 
EBRD, EIB, as well as from countries and organizations, e.g., from the USA, EU, 
Germany, Canada, China (Drabczuk, 2021). As a result of Russia’s aggression in 
Ukraine, the MF made another US$1.4 billion available to Ukraine as part of 
the RFI. 


3.5 Technical Assistance 

In addition to its surveillance, regulatory, and financial assistance activities, the 
IMF provides technical assistance for stability and sustainable economic devel- 
opment, which is a very important complement to the organization’s activities. 
IMF technical assistance can take many forms, such as educational assistance 
or staff training, advice, workshops, seminars on fiscal, monetary and exchange 
rate policies, regulation and supervision of financial systems, statistics, and 
legal frameworks. It aims at strengthening members’ capacity to plan and 
implement sound economic policies, and at contributing to the effectiveness 
of member countries’ economic reforms and adjustment programs (IMF, n.d.-f, 
p. 53). Technical assistance is provided from Headquarters in Washington, 
through a network of regional technical assistance centers, trust funds and IMF 
collaborators. Depending on the nature of the assignment, support is in the 
form of staff missions from Washington or from regional offices for a limited 
period, or in the form of visits by experts or advisors for periods ranging from a 
few weeks to several years (IMF, n.d.-m). As regards training activities, the IMF 
Institute offers courses and seminars every year, as well as online courses. This 
assistance is aimed at enhancing skills and knowledge of macro-economics 
and finance, in particular on the prevention and mitigation of financial cri- 
ses and the restoration of stability in member countries following crises, tax 
policy and administration, expenditure management and financial integration. 


4 The 1MF’s Engagement in Achieving Sustainable Development 
Goals 


Increased IMF involvement in the implementation of sustainable development 
priorities has been evident since the mid-1ggos. The main areas of IMF activity 
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related to the implementation of this strategy are concessional lending, tech- 
nical assistance and debt relief for underdeveloped member countries. These 
activities are carried out using the global public goods managed by the Fund. 
These are financial resources and human capital along with the knowledge. 


41 Concessional Lending for Underdeveloped Member Countries 
For the poorest countries and those which are not well positioned on the finan- 
cial markets, IMF loans are often the only way to obtain external financing. 
They are granted on concessional terms. The core area of IMF support for the 
poorest member countries — concessional lending — has evolved over the years 
to best meet the needs of the beneficiaries of this assistance and to contribute 
effectively to the implementation of the sustainable development strategy by 
eradicating poverty and economic and social inequalities, resulting in a sus- 
tained high level of economic growth (IMF, n.d.-d). Since the second half of 
the 1990s, the IMF’s involvement in the creation of new assistance instruments 
for countries with the lowest level of GNI per capita has increased, as has the 
value of the financial resources transferred by the Fund for this purpose. 

In 1999, the Poverty Reduction and Growth Facility (PRGF) was created. It 
was structured according to the needs of the lowest income countries. The 
funds made available under these facilities supported the implementation of 
poverty reduction programs in individual member states, but also stimulated 
economic growth in the poorest countries. The PRGF facility existed for 10 
years. In 2009 the IMF made changes to the concessional facilities and finan- 
cial design, transforming the PRGF-ESF into the Poverty Reduction Growth 
Trust (PRGT), which has been in place since January 7, 2010, to finance the 
costs of poverty reduction and economic growth in underdeveloped countries 
under three new facilities that have been made available to them since July 
2009 on changes to lending to this group of countries. The PRGT is currently 
the IMF's largest trust account. Funds transferred to it by the donors and lend- 
ers are made available by the Fund — as administrator of the account — in the 
form of loans to the poorest countries. The scope of contemporary conces- 
sional credit assistance to the lowest income countries from the PRGT includes 
(IMF, n.d.-e): 

— The Extended Credit Facility (ECF) was created to better tailor poverty allevi- 
ation programs to the individual strategies of countries facing the problem 
(IME, 2022a). The ECF functions as one of three contemporary concessional 
lending facilities for low-income countries. Extended Credit Facility is pro- 
vided when a member state is experiencing persistent balance of payments 
difficulties. Members may benefit from such assistance if the situation can 
only be improved in the medium to long term (IMF, n.d.-c). The objectives 
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of the program concern the improvement of the balance of payments, 
sustainable economic growth, and the reduction of poverty. A new feature 
is that the flexibility of the assistance is improved, and it is better tailored to 
the needs of the beneficiary. The aid is granted for 3 to 4 years, in particular 
cases up to 5, with the possibility of renewal. 

— Funds under the Stand-by Credit Facility (SCF) are available to members 
with a balanced macroeconomic situation that is sustainable in the long 
term, but there are risks associated with the possibility of short-term 
shocks that may cause an imbalance of payments. Therefore, the program 
is designed to, among other things, help maintain a stable economic situa- 
tion and ensure economic growth. scF financing is available to members 
qualified for preferential assistance. The duration of a loan agreement can 
range from 12 to 24 months. Countries benefiting from SCF are required to 
introduce reforms that will achieve a stable macroeconomic position in the 
short term (IMF, 2022c). 

— Another type of concessional financial assistance currently available to under- 
developed IMF member countries is the Rapid Credit Facility (RCF). This facil- 
ity is designed to optimize emergency assistance. The program is targeted 
at the poorest members that have been affected by sudden balance of pay- 
ments problems and where a comprehensive recovery program offered by 
the IMF is either unnecessary or not feasible. Funds are made available in 
the form of a single disbursement of the total amount of the loan. It is worth 
noting that the repetition of such a disbursement, even several times (every 
3 years), is possible if the imbalance of payments is caused by external 
shocks (IMF, 2022b). For example, in 2021 the IMF made 87.4 million spRs 
(US $125.8 million) available under the scF to Honduras due to the health 
crisis and recovery from tropical storms. The program aims to maintain mac- 
roeconomic stability while introducing economic and institutional reforms 
for inclusive growth. Priorities include reforms to improve the quality of 
fiscal policy, sustain efforts to mobilize revenues, protect social investment 
and spending, safeguard the financial stability of a public energy company 
and reforms to increase transparency and budget management (IMF, 2021). 


4.2 Technical Assistance to LICS 

At the same time, underdeveloped countries with stable macroeconomic situ- 
ations and institutions that do not need or do not want PRGT assistance may 
request non-financial assistance from the IMF under the Policy Support Instru- 
ment (PSI) to cooperate in the design of effective economic and structural 
programs to maintain or reinforce macroeconomic stability, debt reduction, 
poverty, and sustainable development. They are designed to improve public 
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sector governance, strengthen the financial sector, and build social safety nets 
in underdeveloped countries. The IMF assesses a country’s economic and 
financial policies, which are monitored by donors, every 6 months. A PSI can 
be approved for 1 to 4 years, with a maximum of 5 years. If necessary, a country 
can avail of scF and RCF in parallel with Ps1, but no EcF facility is available 
(IMF, n.d.-i). 

The IMF also provides technical assistance to LICs particularly in the areas 
of public revenue and expenditure management, taxation, banking activi- 
ties, financial sector stability, exchange rate regimes, economic and financial 
statistics, and legal problems. This assistance is usually offered free of charge. 
Technical assistance for less developed countries is manifested in the system- 
atic organization and delivery of training and thematic courses for the adminis- 
trations of individual member states. Such trainings, conducted in Washington 
by the rmF Institute and its regional agencies (in Austria, Brazil, China, India, 
Singapore, Tunisia, and the United Arab Emirates), aim at strengthening the 
knowledge base of domestic institutions and thus improving the economic and 
public financial management process at the national level. Technical support 
also includes advisory and consultative assistance in the conduct of economic 
policy. The IMF promotes the implementation of appropriate standards, pro- 
cedures, and the so-called good practices in the management of the economy 
and the related regulatory institutions. In particular, they refer to three main 
spheres: the need for transparency in the economic policy pursued and, in the 
preparation, and presentation of the necessary statistical data (sphere 1), the 
effective supervision of the whole financial sector of a country (sphere 11) and 
the implementation of clear rules of business activity at the microeconomic 
level (sphere 111). 

Inrecentyears, the Fund has increased the financial and human resources allo- 
cated to the technical assistance. More than 80% of technical assistance funds 
are spent in countries with a low level of economic development. The IMF also 
cooperates with donors of development assistance, providing them with expert 
support on the macroeconomic situation in recipient countries and helping 
them to effectively channel financial resources to best meet IMF country-specific 
recommendations (IMF, n.d.-l). At the same time, the IMF attaches great impor- 
tance to making technical assistance an instrument to increase the effectiveness 
of surveillance and the adjustment programs implemented. 


43 Debt Relief for Poor Countries 
To contribute to the achievement of sustainable development objectives, in 1996 
the IMF started to cooperate with the International Bank for Reconstruction 
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and Development and bilateral lenders. At that time, the G7 summit in Lyon, 
France, decided to balance the debt burden of the poorest countries under the 
Heavily Indebted Poor Countries (HIPC) Initiative. The aim was to reduce the 
external debt of the poorest countries to a level at which they could continue to 
service it, and to stimulate economic, social, and political reforms to increase 
growth as well as to reduce poverty. Debt reduction was to come down to elimi- 
nating the so-called debt overhang, which means too much debt discouraging 
investors from investing their money in a country. Overindebtedness means 
the anticipated increase in taxes for the state to repay the loans. The overhang 
is the amount that goes beyond the tolerable value, i.e., the state’s ability to 
service its debt. The elimination of excessive debt is beneficial to the state and 
its creditors, as it provides a greater guarantee of debt repayment. On the other 
hand, poverty reduction under the initiative was to shift the funds hitherto 
needed for debt servicing towards the financing of social objectives such as 
combating natural disasters, feeding populations and increasing agricultural 
production, granting micro-credits for economic activities, and improving 
pension, health, and education systems. 

After only 2 years of operation, the HIPC Initiative began to be criticized, 
mainly because of the low debt burden reduction, the long duration of the 
reduction process, and excessively demanding eligibility criteria for countries 
to join the program. Therefore, at the G7 summit in Cologne, Germany, in 1999, 
the HIPC Initiative was renamed the “Enhanced H1Pc Initiative.” It was origi- 
nally intended to last for 2 years, but in fact has been extended. Its aim is to 
carry out the debt relief process more quickly, as well as to help more countries 
and to strengthen the interaction between debt relief and the eradication of 
poverty and changes in countries’ social policies (IMF, n.d.-b). Therefore, the 
initiative encompasses multiple dimensions: debt relief, structural and social 
policy reform with a particular focus on health and basic education services. 
The program is open to all creditors: bilateral, multilateral, and trade credi- 
tors who financed it. The enhanced initiative implies, instead of rigid, float- 
ing debt reduction target points that depend on the progress achieved in 
reforms, a country could achieve debt relief earlier, i.e., before the targets are 
reached. Indeed, the level of debt relief depends on actual progress and not 
on projected achievements. The mechanism for granting assistance under the 
enhanced initiative consists of two stages. In the first stage, countries prepare 
over a period of 3 years to reach the decision point by developing a poverty 
reduction strategy. During the second phase, countries apply the policies set 
out in the decision point to reach the target smooth point. The IBRD and IMF 
provide transitional assistance, the Paris Club restructures debt in accordance 
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with the Cologne? terms, and other creditors grant transitional debt relief on 
similar terms in support of a global poverty reduction strategy. The floating 
target point is linked to the pursuit for at least 1 year of a global poverty reduc- 
tion strategy, in particular, stabilization and structural adjustment policies. All 
creditors provide the aid specified in the decision point. This assistance is not 
subject to any additional conditionality. Therefore: 
— The Paris Club grants debt relief on Cologne terms. 
— The other bilateral and commercial creditors grant at least the same debt 
relief. 
— International organizations grant debt relief according to the option chosen. 
The initiative is funded by the IMF and other international institutions such 
as the IBRD, the African Development Bank, the Inter-American Development 
Bank, and the Paris Club. The remainder comes from the participating coun- 
tries’ creditors. 

In 2005, the G8 countries made a proposal to the International Monetary 
Fund, the International Development Association, and the African Develop- 
ment Fund to assist developing countries on a larger scale than the Enhanced 
HIPC Initiative. In fact, they proposed the creation of a new debt relief 
program, dubbed the Multilateral Debt Relief Initiative (mpR1). The aim of 
the program was complete cancellation of countries’ debts and — thanks to 
that — freeing up financial resources to help them meet the Millennium Devel- 
opment Goals. Complete cancellation was to be carried out by 2015 by only 
three organizations without involving the others, especially bilateral creditors. 
As early as 2007, the Inter-American Development Bank joined the initiative, 
pledging debt relief to five countries in the western hemisphere (IMF, n.d.-h). 

MDRI assistance was intended for countries that had already reached the 
so-called end point of the H1Pc Initiative or had a GNI per capita of less than 
US$380 and at the same time outstanding obligations to the end of 2004. 
Liabilities after this date did not include the MDRI. The decision to allocate 
MDRI funds to a country was made separately by each organization, so the way 
in which debt relief was implemented varied. In deciding to implement the 
MDRI, the IMF modified the original G8 proposal to fit the IMF’s modalities 
and to comply with the principle of equal treatment of members, in this case 
as regards the use of IMF resources. It was agreed that all countries with a GNI 
per capita of US$380 or less per year would receive debt relief from the IMF’s 
own resources, i.e., from the MDRI-I Trust, and countries with a GNI per cap- 
ita above this threshold from the MpRI-II Trust, i.e., additional contributions 


2 A reduction of 90% or more of the Npv of debt. 
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from member countries administered by the IMF. To qualify for MDRI assis- 
tance, the IMF required evidence of a track record satisfactory to the Fund in 
— Macroeconomic policy 

— Implementation of poverty reduction strategies 

— Public expenditure management 

Due to the low eligibility of countries to benefit from MDRI funds on February 
4, 2015, the IMF approved the decision to wind down the initiative and transfer 
the remaining funds of SDR 13.2 million from MDRI-I and SDR 38.9 million 
from MDRI-II to the Catastrophe Containment and Relief Trust (CCRT), which 
was established in February 2015 to assist developing countries affected by 
natural disasters or public health problems such as epidemics. The ccrT initi- 
ative puts money, which should go towards debt servicing, to solve the current 
urgent problems of underdeveloped countries, at its disposal. 

In addition, a natural disaster must affect at least a third of the population, 
destroy a quarter of production capacity, or cause damage worth the equiv- 
alent of a country’s GNI. Furthermore, the IMF does not enforce levies and 
debt repayments for 2 years after the natural disaster, and in exceptional cases 
of large and persistent external imbalances it can cancel the debt altogether. 
As far as epidemics are concerned, they must have a negative impact on a 
country’s economy and spread to others, causing losses of at least 10% of the 
beneficiary country’s GNI. The country then receives immediate aid equal to 
20% of its IMF quota for debt relief. This can be increased if the 1mF deems 
it necessary. At the same time, the beneficiary of the measures should apply 
the macroeconomic policy reforms indicated by the Fund to restore balance of 
payments sustainability. 

As of December 2021, 31 member countries have approved a debt relief 
of US$976 million to fight the coviD-19 pandemic. In addition, the annual 
and cumulative RCF access limits are higher for major natural disasters (with 
estimated damage of 20% of GDP or more) than for other loans. 


5 Conclusions 


A stable financial system easily fulfills its assigned functions of a monetary, 
capital and redistributive, settlement, risk reduction, information, and control 
nature. The trouble-free performance of these functions ensures effective capi- 
tal mobilization and its efficient allocation, efficient settlements and payments 
between market participants, effective risk diversification, and an adequate 
supply of money on the market. Therefore, international financial stability 
is extremely important for the functioning and sustainable development of 


228 PROCZEK 


states and the world economy. It is a global public good. Its guarantor is the 
activity of international organizations, especially the activity of the IMF. 

The IMF’s lending facilities are nowadays designed to address the diverse 
needs of the member countries, especially those with low gross national 
income (GNI) per capita. To meet the ever-increasing financing needs of its 
members, the IMF has significantly strengthened its lending capacity and flex- 
ibility (Shafik, 2012). Therefore, the Fund has begun to develop into an organi- 
zation that not only provides financial resources and technical assistance to 
members facing balance of payments problems, but also to those facing social 
and developmental problems, especially poverty, natural disasters, or epidem- 
ics, actively contributing to the objectives of sustainable development. 

IMF assistance under debt relief initiatives, financial and technical assis- 
tance, surveillance, and regulation contribute to the effectiveness of member 
countries’ economic reforms and adjustment, as well as development pro- 
grams (IMF, n.d.-f, p. 53). They also stimulate institutional capacity of member 
countries to conduct economic policy. With these activities, the IMF promotes 
sound economic and financial governance, which is an important contribu- 
tion of the IMF to the sustainable development strategy and the management 
of global public goods. 

Contemporary activities of the IMF are geared not only towards ensuring 
long-term economic and social stability, but also sustainable development 
through job creation, as well as reduction of economic and social inequalities 
together with enhancing social protection, as the most important economic 
pillars for achieving the Sustainable Development Goals. 
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CHAPTER 11 


International Financial Stability and Sustainable 
Development in EU Fiscal Policy 


Agnieszka Ktos 


1 Introduction 


The scale and accelerating pace of changes in the world’s economy and 
politics, which produce a number of risks to the economic and social order of 
the world, countries, and regions, make economic security, including financial 
security, grow in prominence and take on new meanings. Security and stabil- 
ity of public finances are two inextricable terms. One could say that financial 
stability determines financial security and vice versa: financial security deter- 
mines financial stability. 

Public financial stability, also referred to as fiscal stability, is the government's 
ability to maintain ongoing expenses, tax policy, and other related policies in 
the long term, without compromising its solvency, and being able to meet all the 
liabilities and the promised expenses. Public financial stability is not a matter 
of circumstances. It significantly influences the sense of intergenerational jus- 
tice while simultaneously delineating enduring principles that are universally 
relevant to state governments, irrespective of their extant fiscal debt. The main- 
tenance of a prudent level of public debt, coupled with the ability to issue it 
when necessary, constitutes an essential prerequisite for the optimal operation 
of the economy. The member states of the European Union must be capable of 
embracing unexpected circumstances beyond the government’s control, such 
as high fluctuations of the economic cycle or economic crises. Failure to coor- 
dinate the decisions of respective EU member states could cause imbalance in 
the real economy and the financial system. Therefore, the rationale underly- 
ing the proposal for the construction of a sustainable Economic and Monetary 
Union (EMU) emphasizes the imperative of establishing frameworks for the 
harmonization of fiscal policies within the European Union. 

This chapter is organized as follows. Section 1 deals with financial system as 
a public good as well as financial stability and security. Section 2 depicts the 
determinants behind the introduction of the Economic and Monetary Union 
in the European Union. Section 3 presents coordination of the fiscal policy at 
European Union level and Section 4 attempts to assess it. 
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2 The Financial System as a Public Good 


2.1 Financial Stability and Security 
In specialist literature, the definition of “financial system” may vary depending 
on the trend one favors. The interpretative approaches to the issues pertaining 
to financial system perspectives are not mutually exclusive, but rather overlap 
and complement each other. From an institutional and structural perspective, 
a financial system is a complicated mechanism of interconnected elements 
complementing one another. Hence, if a financial system is to be stable, its 
various individual links must interconnect. The most prevalent idea is that 
such stability is achieved when economic activity is not disrupted due to asset 
price changes or problems experienced by financial institutions. Laker (1999) 
broadly defines a financial system as an avoidance of such disruptions to the 
financial system that are likely to result in significant increases in actual pro- 
duction costs. Such disruptions may be traced back either to difficulties affect- 
ing financial institutions or to financial market disruptions. Crockett (1997b) 
indicates that as much as monetary stability refers to an overall price level 
stability, financial stability refers to the stability of the major institutions and 
markets that make up the financial system. In his view, two conditions have to 
be met to achieve financial stability: 

— The key institutions in the financial system must be stable, with a high 
degree of confidence that they can continue to meet their contractual 
obligations without interruption or outside assistance. 

— The key markets must be stable, so that participants can confidently trans- 
act in them at prices that reflect fundamental forces and that do not vary 
substantially over short periods when there have been no changes in funda- 
mentals. (Crockett, 1997a, 1997b) 

In addition, Svensson notes that it is necessary to distinguish between mon- 

etary policy and financial stability policy. In devising a better financial stability 

policy, it is important to understand that the monetary policy is distinct and 
different from financial stability policy. These two policies differ in terms of 
goals and the choice of various instruments. The responsibility for monetary 
policy and control of the monetary policy instruments rests with the central 
bank, but the responsibility for financial stability policy and control of the 
financial stability instruments are in most countries shared between several 

authorities (Svensson, 2011). 

This difficult task of defining financial stability has also been undertaken by 
Padoa-Schioppa (2002), Schinasi (2004), Davis (2001), Foot (2003), Williamson 
(2000), etc. Notably, Schinasi (2004, pp. 8-10) points to key principles for devel- 
oping a definition of financial stability. However, given the broad character of 
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financial stability, two interconnected definitions come in handy: “A financial 

system is entering a range of instability whenever it is threatening to impede 

the performance of an economy” and “A financial system is in a range of insta- 
bility when it is impeding performance and threatening to continue to do so” 

(Schinasi, 2004, p. 6). 

Financial security is yet another issue related to financial stability (Shkolnyk 
et al., 2021). The level of a country’s financial security depends on the charac- 
ter of the financial architecture in place and the degree of its economic and 
financial advancement. For a high level of financial security and, consequently, 
stability of the financial system, the so-called economy “unshadowing” level 
becomes of importance. It means an effective financial monitoring, which pri- 
marily aims to employ appropriate resources to fight the shadow economy and 
money laundering (Bukhtiarova et al., 2020). There are internalities in every 
economy which can impact economic and financial security. They are: budget 
deficit, high unemployment or high inflation, as well as rising internal and 
external debt. It is natural for the factors to occur, but if a rising tendency is 
observed (of budget deficit, sovereign debt, unemployment, and inflation) over 
an extended time horizon, it could be indicative of a crisis. Therefore, public 
finance instability is named a potential threat to economic security. Given the 
state’s role in providing economic sovereignty and independence in making 
economic decisions, a question arises on the degree of such sovereignty, as 
globalization and global integration processes are constantly deepening. It is 
also about what options the state has in decision-making and the influence on 
economic functioning amid rising international links. 

In every country, a financial system works in a strictly defined environment, 
which has a strong impact on the functioning of the very system and its 
components. Thus, a structured financial system falls into: 

— A market financial system which, due to the participation of financial 
institutions, is a mechanism of money co-creation and cash flow. 

— A public financial system as a mechanism ensuring that public authorities 
provide social benefits and public services. The public financial system is 
made up of fiscal and budgetary institutions, fiscal instruments, and public 
financial instruments. The existence of a public financial system is attribut- 
able to the recognition of financial stability as a public good, as well as to 
market deficiencies and external factors. (Dobrzanska, Kosycarz & Pietrzak 
2016, p.22A review of global literature on the public sector economy allows 
for the formulation of quite a clear and precise definition of a public good. It 
is a good to serve the general public, universal, social, and non-private. The 
public good category is of particular importance for the science of public 
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finance, and it is the need for such goods to exist and to be provided to soci- 

ety that underlies the accumulation and allocation of public funds.! 
Holcombe defines a public good as a good characterized by the following two 
features: it can be consumed by an additional consumer at no additional costs, 
and none of the consumers can be excluded from its consumption (Holcombe, 
1997, p. 1). These two characteristics are referred to as non-rivalry and non- 
excludability (Samuelson & Nordhaus, 1989, p. 45). In a similar vein, Musgrave 
(1959) and Buchanan (1965, 1968) point to the principle of a public good in pro- 
viding public goods. The stability of a financial system meets the criteria to be 
classified as a public good, as it is a non-competitive good and it is practically 
impossible for anybody to be excluded. One may say it is a global public good, 
as it is up to international/state bodies to prepare the relevant legal frame- 
work to govern the financial system so that institutions have relevant supervis- 
ing instruments to perform their functions in providing the public good and 
ensuring the financial security of society. 


3 The Determinants behind the Introduction of the Economic and 
Monetary Union in the European Union 


The concept of creating a single-currency zone in Western Europe has a long 
history. Following World War 11, a federalist movement emerged in Europe. It 
promoted the idea of political unification of the Western Europe and a for- 
mation of the United States of Europe or a European Federation. These ideas 
can be traced back to the unique political and economic circumstances that 
the European states were facing at the time. They were rooted in the experi- 
ences of armed conflict, with ensuring the preservation of stability and peace 
throughout Europe as the main goal of the federalist movement. Adopting 
a federal system would have involved certain sovereign powers being relin- 
quished by individual states interested in participating in such a union in favor 
of a supranational entity which would serve as the federal governing body and 
would be subject to democratic oversight by a parliament chosen in direct and 
universal elections. The federalist movement was based on the idea of first 
unifying the countries in political terms, followed by economic unification 
(George & Bache, 2001, pp. 46-49). This concept, however, was not welcome 
by the countries. It was decided to shift the focus from political integration to 


1 For more on the issue of public goods, see Chapter 1 
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economic integration. In 1951 in Paris, following these decisions, six countries 
(France, Germany, Italy, Holland, Belgium, and Luxembourg) signed a treaty 
establishing the European Coal and Steel Community, while on 25 March, in 
the capital of Italy, the Treaties of Rome were signed, setting up the European 
Atomic Energy Community (Euratom), and the European Economic Commu- 
nity (EEG), which aimed to establish a common market of the member states, 
introduce a customs union, and set common economic policy. 

When the Western European countries signed the said treaties back in the 
1950s, the Bretton Woods currency regime was in place globally. The issues of 
currency integration were not given much attention at that time. On 15 August 
1971 Richard Nixon, the then US president, decided to suspend the interna- 
tional convertibility of the US dollar to gold, which caused a breakdown of the 
Bretton Woods system and a shift to a floating rate system in the majority of 
countries. The foreign exchange (FX) market turmoil along with the oil crisis 
forced European leaders to intensify their efforts for currency integration. At 
that time attempts were made to devise plans for a monetary union (Barre Plan 
of 1969) or an economic and currency union, the so-called Werner Plan (1970), 
which was to be complete by 1980, It envisaged: 

— Full convertibility of the member states’ currencies at irrevocably fixed rates 

— Full freedom of the flow of goods, services, capital, and labor among the 
member states 

— Centralized budgetary policy and uniform monetary policy pursued by a 
supranational central bank with an exclusive right to issue a common 
currency 

— Strengthening and coordination of regional and structural policy 

— Closer cooperation of social partners, i.e., trade unions, industry, and 
governments 

As a result of the overambitious plans to centralize fiscal and structural policy, 

and difficulties in implementing the concept of the so-called European cur- 

rency “snake,” whereby Fx rates of six participant countries were to fluctuate 

within a range of +2.25%, the countries started withdrawing their curren- 

cies from this commitment and the Plan failed (European Commission, 1970; 

Danescu, 2017; Van Esch, 2009). 

In the 1970s, numerous economists undertook an analysis of costs and ben- 
efits of a currency union based on an optimum currency area (OCA) theory 
(Grubel, 1970; Ishiyama, 1975; Tower & Willet, 1975). The optimum currency area 
theory was formed in the 1960s, and was to address the question in what situ- 
ation and under what circumstances adopting one currency or fixing FX rates 
by two currency areas would be a convenient solution. An optimum solution is 
deemed to be one that guarantees that the fundamental goals of the economic 
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policy (price stability, full employment, and external equilibrium) are met. The 
founder of the oca theory is said to be Robert Mundell (1961), who attempted 
to fix an optimum FX rate system under various economic circumstances. In 
analyzing the results of demand shocks, he tried to assort an optimum FX rate 
system to match the economic circumstances in place (Mundell, 1961, p. 658). 
As part of his research, he endeavored to construct a comprehensive set of 
tools for shaping economic policy with the ultimate objective of optimizing 
the attainment and perpetuation of favorable inflationary stability and low 
rates of unemployment. McKinnon, Kenen, Minz,? Magnifico, and Fleming,? 
and Frankel and Rose? also contributed largely to the optimum currency area 
theory. McKinnon (1963) held that it is unprofitable for a small economy to 
create/maintain its own currency given its negligible importance globally and 
conversion difficulties in international trade. He also compared the effective- 
ness of two tools restoring external equilibrium: the liquid Fx rate and internal 
fiscal and monetary policy, depending on how open an economy is. He main- 
tained that the more open a country, the better a candidate to join the com- 
mon currency area (with the notion of “economy openness” meaning trade 
integration with other economies measured by the share of goods and services 
exchanged versus the totality of goods produced and consumed domestically 
(McKinnon, 1963). Kenen (1966, 1969), in turn, was of the opinion that the cur- 
rent account balance is less likely to get upset as a result of terms of trade 
worsening when the export structure is more diversified. He emphasized that 
demand shocks affect the economies to a lesser degree when the latter’s out- 
put is more diversified, because the shock will only impact a portion of output. 
Thus, Kenen’s considerations lead to a conclusion that a currency union could 
be established by countries with a diversified economic structure as a more 
diversified economy will be less willing (than an economy with less diversified 
production) to use the Fx rate as a tool to improve the terms of trade (Kenen, 
1969, p. 46; Kenen, 1966, pp. 13-14). The most important stage in the history of 
the European currency union was the Delors Report of 1989, which features 
a plan to launch a common European currency. The genesis of the creation 


2 Political integration is of primary importance to create an optimum currency area, as it is 
necessary to pursue common goals: economic growth, inflation, unemployment, etc. 

3 Minz noted that the countries belonging to a single currency area should run an anti- 
inflationary policy and be similarly inclined to accept inflation. 

4 Frankel and Rose developed the concept of the optimum currency area criteria being endog- 
enic. They challenged the earlier exogenic oca theory and came up with a new approach. 
They claimed that the countries joining the common currency are not required to meet the 
exogenic criteria ex ante as defined by OCA, because it is the adoption of a single currency 
that will bring their economies closer. 
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of the Economic and Monetary Union constitutes a multifaceted economic 

process encompassing distinct phases and stages that result in progressively 

more advanced causal relationships, known as stages of economic integration 

(Committee for the Study of Economic and Monetary Union, 1989). 

The formation of the Economic and Monetary Union was to follow three 
stages: 

— Stage 1 (1990-1993). Physical, technical, and fiscal barriers are to be removed, 
coordination of economic policies strengthened, regional and structural 
funds reformed, budgetary coordination and the process of surveillance of 
the performance of the practices agreed. 

— Stage 2 (1994-1998). Community authorities undertake the first operational 
functions. 

— Stage 3 (1999-). FX rates are irrevocably fixed and the Community launches 
its monetary policy. The procedure starts with budget deficit constraints. 
These stages were to be implemented provided a new treaty was adopted. On 
February 7, 1992, the Maastricht Treaty was signed, which became effective 
in the beginning of 1993. The Treaty established the European Union, largely 
amended the earlier treaties, and, most importantly, specified convergence cri- 
teria to be met by a country willing to join the economic and monetary union. 

Convergence criteria fall into two main groups: nominal and legal. The legal 
criteria regard the compatibility of the legislation of a country candidate with 
the community law (i.e., with the Treaty on the Functioning of the European 

Union, Statute of the European System of Central Banks, and the Statute of 

the European Central Bank). The criteria are set out in Article 140 (1) of the 

Treaty on the Functioning of the European Union and Protocol 13 to the Treaty 

(Treaty on the Functioning of the European Union, 2012). 

The nominal criteria, commonly referred to as the Maastricht Criteria, 
include: 

— FX rate criterion — a country willing to adopt the euro must join European 
Exchange Rate Mechanism (ERM It) at least 2 years ahead. Participation 
in ERM II means that the Fx rate of a given country must fluctuate within 
a normal range versus the central bank rate (currently +15%). In addition, 
according to this criterion, a given currency rate must not be devalued over 
the period nor must it undergo severe tensions. 

— Price stability criterion — an average yearly inflation rate (in the year prior 
to the test) must not exceed more than 1.5 percentage points of an average 
inflation rate of three countries with the lowest inflation. All EU countries 
are taken into account in this respect, even those from outside the eurozone. 

— Interest rate criterion — in the year prior to the test, an average long-term 
interest rate must not be higher than by 2 percentage points than the 
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average rate determined for three countries with the lowest inflation. Again, 

all of EU countries are taken into account, not just the eurozone. 

— Fiscal criterion — it comes down to the eurozone candidate’s assessment with 
respect to excess deficit. Two economic indicators are taken into account to 
find whether a given country is subject to an excess deficit procedure: 

a The level of the country’s budget deficit: it may not exceed 3% of the 

country’s GDP. 

b The sovereign debt level: it may not exceed 60% of GDP. (European 

Council, n.d.-a) 

What deserves attention is that every country willing to adopt the common 

currency had to meet the said criteria as at the adoption date. On the other 

hand though, if a currency union member exceeds the agreed criteria, no 
exclusion will ensue. 

The countries that decided to adopt the common euro currency and met 
the necessary criteria had to accept the fact that they would not be able to 
conduct their own monetary policy, as henceforth it was to be conducted at 
the EU level. Since January 1, 1999, the European Central Bank has been in 
charge of the monetary policy. The Bank’s primary goal is to keep stable prices, 
whereas the implementation of the main areas of the monetary policy, includ- 
ing money supply control and Fx and interest rate policies, is aligned with the 
primary goal. In addition, the EcB, along with the central banks of all the EU 
27 countries, form the European System of Central Banks. In turn, in the euro- 
zone, there is the Eurosystem, which includes the EcB and the central banks of 
the member states of the Economic and Monetary Union. 

As the common euro currency was launched, the monetary policy was dele- 
gated to a supranational level. It did not concern fiscal policy, which remained 
with the eurozone countries’ domestic governments. The division was due to 
the nature of fiscal policy, which depends on a given country’s administrative 
system, system of revenue collection and spending, economic and social situ- 
ation, geographical location, and many other complex factors. The idea of a 
common fiscal policy emerged, but it faced strong opposition by some gov- 
ernments in response to the excessive constraints of the individual countries’ 
authority over their own budgetary policies. In addition, there is the problem 
of possible financing of state-assigned tasks (such as social, health, or pension 
policies) with the state budget’s funds. And then there is the potential coordi- 
nation of tax systems. What would it look like if every country had a distinc- 
tive administrative system and varying needs? So far, only indirect taxes (such 
as VAT or excise tax) have been harmonized at EU level with regards to their 
maximum and minimum rates; direct taxes are the exclusive responsibility of 
the member states’ central authorities. 
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Even if the fiscal policy is not centralized, it does not mean that every 
country is free to spend public funds by irresponsible fiscal policy, bearing no 
consequences. The principles, or rather, constraints, concerning the fiscal pol- 
icy were included in the Maastricht Treaty, but still numerous countries find it 
problematic to observe the criteria in practice. In spite of the convergence cri- 
teria being formulated in so much detail, once countries met them and joined 
the eurozone they became less motivated to comply and pursue the correct fis- 
cal policy, in particular, as regards eschewing excess budget deficit Therefore, 
3 years after the adoption of the Maastricht Treaty, in order to make the criteria 
from the Treaty more specific, the Stability and Growth Pact (sGP) was drafted, 
which included a precise provision on the fiscal criterion, its implementation, 
observance, and enforcement. Adopting the Pact® was to prevent the eurozone 
countries from approaching the convergence criteria too leniently. 

The principles on public financial stability as laid down in the treaties are an 
answer to the sustainable development concept. In line with the fundamen- 
tal principles of sustainable development, financing of investment projects 
should be aligned with the development results, which integrate and synergize 
three dimensions of sustainable development, i.e., economic, social, and envi- 
ronmental, as expressed in the Rio+20 outcome document (United Nations, 
2012) to ensure intra- and intergenerational equality. 

A full implementation of the sustainable development concept is chiefly 
due to the observed climate change which calls for increasing financial outlays 
and the necessity to incur ever higher costs in both private and public sectors. 
The institutions of the EU (being an international organization) prepare the 
relevant legal framework to ensure the proper conditions for lasting and sus- 
tainable development, not only in the EU, in general, but also in the individual 
member states. Therefore, it is important for member state governments to 
remain prudent with respect to the potential macroeconomic challenges of 
financing sustainable development favoring social inclusion by maintaining 
fiscal balance and price stability. Within the development-oriented macroeco- 
nomic framework, the decision-makers are required to manage the domestic 
and external sovereign debt prudently so as to minimize its negative impact on 
inflation, the Fx rate, the interest rates, and growth with respect to a potential 
risk. The requirement’s important element is for the governments to accumu- 
late funds necessary to invest in sustainable development. Itis the governments’ 
responsibility to unblock the fiscal space for investment-oriented expenditure 
for sustainable development. Countries may, for instance, increase their debt 


5 The Stability and Growth Pact is an agreement of EU member states of June 17, 1997, made 
during a Council of Europe summit in Amsterdam. 
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at home or abroad. They may also create fiscal space by increasing the effec- 
tiveness of public spending in place and/or changing the priorities of public 
spending to make it more development-oriented. Countries may also mobi- 
lize their domestic funds by adapting the public income structure accordingly 
(e.g., tax and non-tax income) (United Nation, 2014, pp. 2-4, 14). 


4 Coordination of the Fiscal Policy at the European Union Level 


One of the pressing problems in the development of the global financial sys- 
tem is the excessive growth of sovereign debt, which has numerous negative 
consequences for the financial system of any country. Therefore, the spotlight 
should be turned to creating an effective state debt management system based 
on the debt’s projected values (Zhuravka et al., 2021, p. 65). 

The Stability and Growth Pact is among a few mechanisms ensuring the 
coordination of economic policies in the urozone. However, member states 
have always found the principles for economic policy coordination to be con- 
troversial. On the one hand, individual member states are keen to preserve 
the sovereignty of their fiscal policies, especially considering what has already 
been lost in terms of monetary policy. On the other hand, an economic and 
monetary union formed by 12 different countries implies that the actions of one 
member state necessarily affect the others. That is one reason why economic 
policies need to be coordinated. The belief is that only better coordination can 
provide for the policies growing more coherent, which would ultimately result 
in a better policy mix for the entire EMU (Zsolt de Sousa, 2004, p. 3). 

The fiscal framework of the EU is an institutional safeguard against the 
externalities of the domestic fiscal policies in the economic and monetary 
union. Commonly agreed principles and institutions aim to ensure the long- 
lasting stability of public finances so as to protect the autonomy and effective- 
ness of the centralized monetary policy (Larch et al., 2020, p. 3). 

There are many institutional participants in the fiscal policy coordination 
process and many procedures have been devised to achieve this goal (Treaty 
on the Functioning of the European Union, Articles 121, 126, 136). Among the 
institutions participating in the coordination process, the European Com- 
mission (EC) holds the central position, participates in the meetings of all 
the other bodies, and sets forth procedures on the financial stability of the 
member states. The Council (Council of the European Union) shall, on a rec- 
ommendation from the Commission, formulate a draft for the broad guide- 
lines of the economic policies of the member states and of the Union, and 
shall report its findings to the European Council. The European Council shall, 
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acting on the basis of the report from the Council, discuss a conclusion on the 

broad guidelines of the economic policies of the member states and of the 

Union. On the basis of this conclusion, the Council shall adopt a recommenda- 

tion setting out these broad guidelines. The Council shall inform the European 

Parliament of its recommendation (Treaty on the Functioning of the European 

Union, Article 121). The Economic and Financial Affairs Council (ECOFiN) is a 

section of the Council of the European Union dealing with government defi- 

cits, spending, and taxes, and is a center for coordinating economic policies 
of the member states. The European Central Bank (EcB) holds the right to 
participate in the meetings of the ECOFIN in order to foster dialogue on eco- 
nomic policy between these institutions. At the same time, the president of 
the ECOFiN sits on the EBC Governing Council. Although the president holds 
no voting rights, he or she may submit notions to this body (Panico & Vazquez 
Suarez, 2007, p. 6). 
The Stability and Growth Pact consists of three elements: 

1. A resolution of the European Council on the Stability and Growth Pact 
(Resolution of the European Council, 1997) (a resolution is an act that 
is not legally binding) — this is a political commitment of all the parties 
implementing the Stability and Growth Pact (the European Commission, 
the member states, and the European Council) to fully implement the 
process of budgetary surveillance while respecting the predefined dates. 

2. Council Regulation (EC) no. 1466/97 of 7 July 1997 on the strengthening 
of the surveillance of budgetary positions and the surveillance and coor- 
dination of economic policies (Council Regulation, 1997a); the provisions 
included in the regulation are preventive in nature. 

3. Council Regulation (EC) no. 1467/97 of 7 July 1997 on speeding up 
and clarifying the implementation of the excessive deficit procedure 
(Council Regulation, 1997b); the provisions included in the regulation 
are corrective in nature. This regulation allows for sanctions for countries 
with excessive deficits in order to prevent the occurrence of such defi- 
cits. Whenever the Council decides to impose sanctions to a participat- 
ing member state, a non-interest-bearing deposit is, as a rule, required. 
If the excessive deficit results from non-compliance with the criterion 
relating to the government deficit ration, the amount of the first deposit 
comprises a fixed component equal to 0.2% of GDP, and a variable com- 
ponent equal to one-tenth of the difference between the deficit as a per- 
centage of GDP in the preceding year and the reference value of 3% of 
GDP. Each following year, until the decision on the existence of an exces- 
sive deficit is abrogated, the Council shall assess whether the participat- 
ing member state concerned has taken effective action in response to 
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the Council notice. If, following the assessment, an additional deposit is 
decided upon, it shall be equal to one-tenth of the difference between 
the deficit as a percentage of GDP in the preceding year and the reference 
value of 3% of GDP. Regulation (EC) no. 1467/97 specifies the upper limit 
of the deposits, which should not exceed 0.5% of GDP. 
The provisions laid down in the Stability and Growth Pact cover all EU 
countries, while its correcting part only refers to urozone countries (Panico 
& Vazquez Suarez, 2007, p. 3). The purpose of the preventive function is to 
ensure that fiscal policy is sustainable throughout the business cycle, i.e., that 
the medium-term budgetary objective, individual for each member state, is 
achieved. On the other hand, if the domestic budgetary deficit exceeds 3% of 
GDP or the sovereign debt exceeds 60% of GDP (values as laid down in the 
Treaty), EU states shall undertake correcting measures. Under the Stability 
and Growth Pact, the financial policy rests on the medium-term budgetary 
objective. During the European Semester it is assessed whether the member 
states meet this objective or what correcting measures they undertake to meet 
it. Hence, a medium-term budgetary objective refers to a structural budgetary 
balance (between public income and spending), which is to protect against 
exceeding the treaty-based budget deficit threshold of 3% of GDP over the 
economic cycle and to ensure a long-lasting stability of public finances. The 
way each country should every year pursue this objective is called “adjustment 
paths to the medium-term budgetary objective.” Each country figures out their 
own path individually. During the European Semester not only is the path’s 
progress assessed, but the issue of whether the increase in public spending is 
fully covered by budget revenues is also analyzed (the benchmark for expendi- 
ture). In accordance with the Stability and Growth Pact, the member states are 
required to submit their stability (urozone countries) and convergence (coun- 
tries awaiting urozone entrance) systems for assessment at EU level (European 
Council, n.d.-b). 

However, as it turned out in the late 1990s and early 2000s, Europe's obser- 
vance of the principles of the economic and budgetary policy was rather ail- 
ing. It was a time of stagnation in Europe, with almost non-existent economic 
growth. In the majority of countries, deficits would rise as a result of automatic 
stabilizers employed. Some of the countries exceeded the deficit ceiling set by 
the Stability and Growth Pact (Portugal, Holland). What is more, employment 
also failed to reach the rate set in Lisbon, and investments declined. Moreover, 
in the consecutive periods GDP growth lost its momentum, which meant that, 
in spite of recovery signs, the urozone officially plunged into recession. For 
most of the time inflation was above the 2% ceiling, and some claim that the 
ECB failed to reduce the interest rates as aggressively as it should have. During 
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that time France and Germany surpassed their deficit limit® while being the 
urozone’s largest economies. Nevertheless, the principles of the Stability and 
Growth Pact were still valid. Since that time and given the constrains on both 
monetary, as well as fiscal, policy, the key urozone countries insisted that the 
Pact principles be made more flexible, as the countries themselves were strug- 
gling to observe them (Zsolt de Sousa, 2004, pp. 7-8). 

In 2005 the Stability and Growth Pact was reformed. The conditions for the 
assessment whether a given country has been affected by excessive deficits 
were eased and the timelines for the procedure were extended. As a result of 
the reforms, a safe margin for a possible surpassing of budgetary deficit thresh- 
old was introduced. The margin was so broad that it could accommodate the 
public sector’s investment projects, pension reforms (both for the urozone, as 
well as ERM ITI) necessary for a given country.’ The acceptable deficit was to 
fit into a range of -1% of GDP and the budgetary balance or surplus (Council 
Regulation, 2005a, 2005b). Pursuant to the Pact’s amendments, the member 
states were obliged to present, inter alia, one-off factors which came to be listed 
among points to consider in the assessment of public finances. Such measures 
taken by the EU were dictated by the fact that some countries were using crea- 
tive accounting or introducing one-off measures to improve public finances 
(e.g. levying one-off taxes) in order to avoid sanctions while ignoring adjust- 
ments (Beetsma & Debrun, 2004). In due course, following the onset of the 
crisis in the United States in 2007, a number of European Union member states 
experienced the repercussions of utilizing creative accounting methods in 
their public finances. As a result of high debt and deteriorated rating, in Spain, 
Greece, and Portugal there was a sharp slowdown in foreign capital inflow 
and debt rollover problems appeared. With a deficit (Eurostat, 2022a, 2022b) 
of more than 10% of GDP in Greece in 2009 and 2010 (as well as in Ireland, 
Portugal, and Spain), or approaching 10% in other EU countries, it was neces- 
sary to provide new solutions as regards fiscal policy coordination. In 2001 the 
so-called Sixpack legislative measures (five regulations and one directive) were 


6 In2003, following a recommendation from the Commission, the Council found that Germany 
and France were running an excessive deficit, and recommended that the deficit be reduced 
to an acceptable level by 2004. The Council failed to obtain a majority in the vote. Therefore, 
the European Commission brought action against the European Council before the Euro- 
pean Court of Justice (ECJ). In its judgment of July 13, 2004, in Case C-27/04, the ECJ found 
that “the Council's conclusions adopted in respect of the French Republic and the Federal 
Republic of Germany respectively must consequently be annulled in so far as they contain 
a decision to hold the excessive deficit procedure in abeyance and a decision modifying the 
recommendations previously adopted by the Council under Article 104(7) EC.” 

7 Itisa mechanism dedicated to countries awaiting eurozone admission. 
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adopted, including provisions for EU countries both inside and outside of the 
urozone. The Regulations (Regulation (EU), 2oma, 20ub, 2011c, 2011d), apply 
to EU countries, except for Regulations no. 1173/2011 and no. 1174/2011, which 
are meant for urozone countries. Two out of five regulations (Regulations no. 
1175/2011 and no. 1177/2011) are concomitantly regulations that amend the Sta- 
bility and Growth Pact, which they are a part of. Under the preventive arm 
(Regulation (EU), zonb, 2011d) the focus was on the member states achieving 
and maintaining medium-term budgetary objectives. They are defined in the 
structural dimension, by adjusting the nominal balance by the effect of the 
economic cycle and following an adjustment by one-off and interim events. 
They are defined individually for each country given its economic and budg- 
etary situation and with financial stability in mind. They may deviate from 
the general government balance requirement at the same time allowing for a 
safety margin before the 3% of GDP threshold for deficit is surpassed. 

The scope of the information required to be disclosed in stability and con- 
vergence programs was broadened. The programs should additionally include 
the following: the planned growth path of government income and spending; 
information on implicit liabilities related to population ageing; and contingent 
liabilities, such as public guarantees. In addition, the stability and convergence 
programs should emphasize the assessment of the measures taken under the 
budgetary and economic policy. The assessment should cover cost-benefit 
analysis of significant structural reforms that give rise to improved public 
finances in the long term. Under the corrective arm (Regulation (EU), zone), 
the excessive deficit procedure was specified in more detail and made more 
restrictive. Where the general government debt exceeds the reference value, 
the debt-to-Gpp ratio should be considered as sufficiently diminishing and 
approaching the reference value at a satisfactory pace, provided that over the 
previous three-year period its distance from the reference value has declined at 
an average rate of 1/20 per year, based on the trends over the preceding 3 years 
for which data are available. 

Another important step to strengthen the public finance discipline of uro- 
zone countries and to step up the mechanisms of economic and budgetary 
surveillance was the Council adopting two regulations referred to as “two- 
pack” and signing the Treaty on Stability, Coordination and Governance in the 
Economic and Monetary Union, referred to as the Fiscal Compact. “Two-pack’” 
regulations (Regulation (EU), 2013a, 2013b) introduce certain obligations and 
procedures concerning all urozone countries, as well as urozone countries sub- 
ject to excessive deficit procedures. Among other things, a system of gradual 
monitoring by the Council and the Commission was introduced to ensure 
timely and sustainable correction of excessive deficits, and the possibility of 
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early identification of risks associated with a member state’s failure to comply 
with the Stability and Growth Pact. Another document to govern fiscal policy 
is the so-called Fiscal Compact (Treaty on Stability, Coordination and Govern- 
ance, 2012), which is an international agreement of March 2, 2012, signed in 
Brussels, outside the EU legal framework, by the leaders of 25 EU countries. 
Out of the then EU member states it was the Czech Republic and the United 
Kingdom that failed to sign the Treaty. The Czech Republic adopted and rati- 
fied the Treaty in 2014, aiming to incorporate it into its domestic legislation 
later on. Croatia was not a signatory either. It failed to sign it on joining the 
EU, which took place on July 1, 2013. The Fiscal Compact became effective on 
January 1, 2012, after the ratification condition was satisfied by 12 EU mem- 
ber states, the urozone participants. The fiscal treaty introduces the so-called 
“budgetary pact,” which incorporates guidelines having an immediate rela- 
tionship with the procedures stipulated by Articles 119-144 of the Treaty on 
the Functioning of the European Union (TFEU), Protocol 12 to the TFEU, the 
provisions of the Stability and Growth Pact, and the Sixpack. The economic 
parameters referred to in the Treaty are also governed by the Compact, the 
Sixpack and the TFEU being a faithful reflection. 


5 Coordination of Fiscal Policy at EU Level versus Ensuring 
Sustainable Development Conditions: an Assessment Attempt 


As mentioned in the second section of this chapter, within the monetary union 
the monetary policy is centralized while fiscal policy is shaped by member 
states on an individual basis. Normally, each country’s policy is based on 
discretionary measures, the strength of which may be determined by decision- 
makers shaping economic policy. 

Undertaking discretionary measures in the area of fiscal policy should be 
preceded by an identification of an economic shock in place, analysis of its 
triggers, and a preparation of an action plan with the instruments intended to 
mitigate the shock. For the discretionary measures to succeed it is important 
whether, in the initial phase, its triggers are correctly analyzed and whether 
the tools for its reduction and the action plan are adequately selected. This is 
because, at the next stage, they will be the basis for developing relevant legisla- 
tive solutions so that they could be used in practice. 

It should be noted that between the stage of economic shock identification 
and the preparation of legislative solutions, months-long lags may occur. In 
addition, the adopted legislative solutions may prove to be incorrect or under- 
developed, which will translate into their ineffectiveness in practice. Moreover, 
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attention should also be paid to the relationship between the state’s debt and 
externalities. Demertzis and Viegi (2021) argue that a heavily indebted coun- 
try, in running its fiscal policy, will adversely affect the EU. In turn, a low-debt 
country will have a positive external effect (Demertzis & Viegi, 2021). 

In theory, striving for the long-term stability of public finances in line with 
the rules should be coherent with the finances’ short-term stability. Still, there 
is ample evidence that a discretionary fiscal policy on the domestic level does 
not follow the intended or ideal path. On the contrary, numerous countries 
have high debts and their discretionary fiscal policy will amplify rather than 
stabilize the cyclical fluctuations of output (Larch et al., 2020, p. 2). Studies on 
the performance of the Stability and Growth Pact conducted in the 1990s by 
Buti et al. (2003) and Kopits and Symansky (1998) show that the sanctioning 
mechanisms did not meet the desired criteria (Buti et al., 2003; Inman, 1996; 
Kopits & Symansky, 1998). The economic situation of the EU and the respec- 
tive EU member states is evolving as affected by changing global, regional, or 
national circumstances. Therefore, the studies on the coordination of fiscal 
policy at the EU level should be deepened, and enhanced with new observa- 
tions, depending on the goals in place or the analyzed factors. 

In the early 21st century Debrun (2007, pp. 5-6) devised a politico-economic 
model of fiscal policy aimed at identifying the relationship between policymak- 
ers’ actions and the fiscal policy pursued. He claims that electoral uncertainty 
is endogenous and rooted in asymmetric information about policymakers’ 
motivations and competence. Rational voters re-elect the incumbent admin- 
istration only if the latter demonstrates sufficient ability to deliver a quantity 
of public goods deemed commensurate to tax revenues. In fact, policymak- 
ers themselves are uncertain as to whether their actions will be successful in 
delivering enough public goods, and there is no systematic difference in the 
level of competence between political parties. The less tolerant the voters vis- 
a-vis policy failures, the greater the electoral uncertainty and the larger the 
deficit bias. In this context, a simple balanced-budget rule can be enacted, with 
its enforcement strict enough to discourage the policymaker from deviating 
from the optimal policy. The problem is that a credible enforcement of the rule 
can only result from the decision of a non-partisan body, because a partisan 
decision-makers will always have an incentive to revert to the discretionary 
outcome (Balassone & Franco, 2001). Larch, Orseau, and Van der Wielan (2020) 
conducted a study analyzing the stabilizing effects, whether pro- or counter- 
cyclical, of the implemented fiscal policy, as well as the primary determinants 
thereof. They conclude that discretionary fiscal policies tend to be pro-cyclical 
both in the EU and beyond. They note that the alternative cyclical indicators 
that are observable in real time (less susceptible to revisions and politically 
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more meaningful) also point to ill-timed discretionary fiscal stabilization. This 
suggests that pro-cyclicality is first and foremost a matter of political economy, 
not uncertainty. They also stress the crucial role of sustainability development 
constraints, because they may prove more important than the stabilization 
objective. 

Moreover, the trade-off between stabilization and stability is not dealt with 
in the same manner for all levels of debt. Fiscal rules based on nominal aggre- 
gates, such as the nominal budgetary balance and the debt-to-GpP ratio, do 
not allow for the automatic effect of the economic cycle. In practice, the stabil- 
ity of public finances is an ill-defined and not a unique condition to apply to 
every country. It also depends on the economic governance framework — for 
instance, whether the central bank is independent, how credibly governments 
correct slippery fiscal trends, and what budgetary instruments are available 
to stabilize the economy in addition to national budgets. The researchers also 
emphasize that there is no central fiscal capacity, which implies that national 
budgets are directly exposed in case of major shocks. In comparison with a 
fully-fledged monetary union, such a solution may, on the other hand, impose 
stricter conditions for sustainable development, which renders the trade-off 
with fiscal stabilization difficult (Larch et al., 2020, pp. 29-30). 

A special report is also worth mentioning here. It was prepared by the 
European Court of Auditors, which in 2018 audited whether the European 
Commission used the powers granted to it by a regulation to ensure adequate 
implementation of the preventive arm. The control of procedures under 
the preventive arm focused on six member states (five from the eurozone 
and one from outside of it). The Court also analyzed the interaction between 
the preventive and corrective arm of the Stability and Growth Pact, as far as 
it regards the preventive arm. It was concluded that the effectiveness of the 
preventive arm largely depends on how it is implemented by the Commission. 
The implementation rules decided by the Commission and its operational 
decisions do not ensure that the main objective of the regulation is met — i.e., 
that member states converge toward medium-term objectives in a reasonable 
period. Implementation rules on flexibility stem from 2005 reforms of the reg- 
ulation but were not formally operationalized until 2015, when they reflected 
considerations prompted by the Great Recession. Moreover, the rules set by 
the Commission do not distinguish enough between those member states that 
do have a high level of debt and others. Instead of tightening the framework as 
the economic recovery was progressing, the Commission further weakened it 
in 2017, introducing a new “margin of discretion.” 

The structural reform allowance is no longer linked to the actual budget costs 
of the reform, but it is used as an “incentivizing instrument.” All allowances 
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(except for the pension reform) increase spending not only in the particular 
year for which they are granted, but also in the following years. The cumula- 
tive effect of all these allowances have resulted in multiyear delays in effective 
deadlines for reaching medium-term budgetary objectives. The credibility of 
the preventive arm was further eroded by the developments in the corrective 
arm. The Commission considers that the requirements of the corrective arm 
can be fully met just by cyclical recovery, which is also facilitated by the Com- 
mission’s practice of proposing to Council granting multi-year extensions for 
exiting excessive deficit procedures. As a result, member states under excessive 
deficit procedures do not have to fulfill the requirements for improving their 
structural balances they would otherwise have to observe if they were under 
the preventive arm (European Court of Auditors, 2018, pp. 1-13, 73). 

On March 13, 2020, in response to the outbreak of the COvID-19 pandemic, 
the European Commission announced a “coordinated economic response to 
the COVID-19 epidemic” (European Commission, 2020), in which, amid mac- 
roeconomic and financial effects of the covID-19 epidemic, it called for a bold 
and coordinated response to mitigate the pandemic’s negative impact on the 
overall economy. The Ec ruled it was necessary to use all available EU tools and 
a flexible EU framework for member states action used to its full (European 
Commission, 2020, p. 4). Pursuant to the Communication, the budgetary effect 
of one-off social measures used to counteract the economic effects of COVID- 
19 was excluded. The Stability and Growth Pact can accommodate targeted 
exceptional expenditure. Support measures such as these urgently needed to: 
— Contain and treat the pandemic 
— Ensure liquidity support to firms and sectors 
— Protect jobs and incomes of affected workers 
This can be considered as one-off budgetary spending. The Commission con- 
sidered that the flexibility to cater for “unusual events outside the control of 
the government” is applicable to the current situation. When an unusual event 
outside the control of a government has a major impact on a member state's 
fiscal position, the Stability and Growth Pact envisages that member states can 
be allowed to temporarily depart from required fiscal adjustments. As a result, 
this clause can also accommodate exceptional spending to contain the COVID- 
19 outbreak. In particular, the clause can apply to health care expenditure and 
targeted relief measures for firms and workers, provided they are temporary 
and linked to the outbreak. The Commission stood ready to propose to the 
Council that EU institutions activate the general escape clause to accommo- 
date a more general fiscal policy support. This clause would suspend the fiscal 
adjustment recommended by the Council in case of a severe economic down- 
turn for the euro area or the EU as a whole (European Commission, 2020, p. 13). 
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The member state governments responded to the Ec’s Communication 
swiftly and decisively to save the lives of their citizens and to keep their pub- 
lic finances on a sustainable path while reaching the stabilization goals. The 
states used a variety of ways to adjust their fiscal rules, including the activa- 
tion of escape clauses, temporarily suspending fiscal rules, and modifying the 
limits of fiscal rules. A study by Davoodi et al. (2022) shows that, as of end 2021, 
about 105 economies adopted at least one fiscal rule, as opposed to fewer than 
10 economies that had them in the early 1990s. At the end of 2021, more than 
50 countries had established fiscal councils. Many countries incorporated flex- 
ibility provisions into their fiscal rules, most of the time in the form of escape 
clauses. The rules-based fiscal framework came under pressure during the 
COVID-19 pandemic, with countries using different ways to adapt their fiscal 
rules in response to the crisis. The widespread activation of escape clauses 
showed how fiscal rules can be highly flexible during large shocks. Experience 
suggests that fiscal rules allowed for a forceful response to the pandemic, dis- 
claiming the concerns that rules are rigid in constraining the governments’ 
response in bad times. However, fiscal rules did not prevent a large and per- 
sistent debt build-up over time. Studies show that deviations from deficit and 
debt rules were common across countries, but reached unprecedented lev- 
els with the pandemic. "On average, countries exceeded the deficit and debt 
limits by about 50 and 42 percent in the time during 2004-2021, respectively. 
The COVID-19 economic and health crisis, and the associated fiscal responses, 
led to a sharp rise in deficits and debt. Almost all countries with deficit rules 
exceeded the limits — by an average of 4% of GDP in 2020”. (Davoodi et al., 


2022, pp. 13, 25). 


6 Conclusions 


The process of building the Economic and Monetary Union is a long-term and 
complicated venture that requires a multilevel design. The EMU is formed by 
countries which fulfilled the Maastricht Treaty’s criteria in various periods 
and at various levels of economic development. Across countries, the way in 
which a fiscal policy is conducted depends on a given country’s administrative 
system, revenue collection system, the foci and objectives of public finance 
spending, the current economic and social situation, geographical location, 
and other factors. If implemented in the EU, a common fiscal policy would be 
confronted with the strong objection by individual governments in response to 
the excessive constraint on the individual countries affecting their budgetary 
policies. Worsened budgetary situations and increased sovereign debt across 
the EU make the stability of public finances a political challenge. Therefore, 
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coordination of the EU’s fiscal policy following the same principles as mon- 
etary policy in the eurozone is impossible. What remains to ensure financial 
system stability and the conditions for economic development of all the EU 
member states is only to devise a mechanism for coordinating fiscal policy. 
A mechanism that would be not only acceptable for all the member states, 
but also respected by them. Reckless fiscal policy may impact the level of 
interest rates, the rate of inflation, or money value, which, in turn, affects a 
society’s welfare level. Failure to respect commonly agreed rules and princi- 
ples for coordinating the EU’s fiscal policy by respective member states is a 
dangerous precedent, and spawns a number of questions about whether it is 
advisable for some member states to incur efforts to reduce budget deficit and 
sovereign debt considering the entire eurozone and the whole international 
organization, while the remaining states are not held accountable nor bear any 
consequences for excessively expansionary fiscal policy. 

Notes: Research presented in this chapter constitutes a part of the imple- 
mentation of the “European Financial Security in the Global, Regional and 
National Dimension” (EUSEC) project funded by the European Education 
and Culture Executive Agency (EACEA) within the framework of the Eras- 
mus+, Jean Monnet Activities: Jean Monnet Modules, no. 620453-EPP-1-2020 
-1-PL-EPPJMO-MODULE. 
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PART 5 


Green Energy, Health Care, and Intellectual 
Property: International Global Public Goods? 


CHAPTER 12 


Green Energy as a Sustainable Development Model 
Leading to a Gradual Improvement of the Quality 
of Life 


Anna Wojtowicz 


1 Introduction 


The progressive process of globalization has resulted in numerous threats 
taking on a much broader dimension in the modern economy than before. 
New global problems have become apparent, i.e., the degradation of natural 
resources, climate change, and the strong dependence of many developed 
economies on imports of energy resources. These issues pose a real danger 
in today’s world, since a stable supply of energy is essential to any economy. 
Furthermore, the world is currently experiencing the severe effects of climate 
change, i.e., extreme weather events, floods, drought, melting glaciers, or rising 
sea and ocean levels. International organizations can play a significant role in 
overcoming these development barriers. Individual states are often unable to 
deal with the effects of global challenges on their own, which is why the role 
of international organizations as coordinators of activities aimed at manag- 
ing global public goods is so important. Priority global public goods include 
energy conservation and environmental protection, covering the climate, and 
combating climate change. Managing the environment and energy efficiently 
is extremely important to improve the environment and human health, and 
stimulate economic growth through increased innovation, clean technologies, 
and the creation of new jobs. 

Environmental and energy management can only be achieved through 
the wide distribution of green energy, which is perfectly compatible with the 
model of sustainable development. Equally, using green energy contributes 
to protecting the environment, increasing access to energy, and improving 
people’s quality of life. Renewable energy sources (RES) increase the diversifi- 
cation of energy supply and thus improve energy security. Furthermore, renew- 
able resources are climate-neutral, limit environmental degradation, and are 
inexhaustible. Nevertheless, the development of green energy requires coordi- 
nated global efforts and costly investments in clean and modern technologies 
based primarily on the generation of energy from renewable sources. Thus, 
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international organizations are focusing increasingly on managing global envi- 
ronmental and energy public goods. Examples of organizations taking action 
in this area include the United Nations (UN), the World Bank (wB), and the 
European Union (EU). It is also worth mentioning the financial institutions 
that support this type of investment. This is the European Investment Bank 
(EIB) within the European Union, while internationally, the financial institu- 
tion that supports the green transition is the European Bank for Reconstruc- 
tion and Development (EBRD). 

This chapter aims to show the importance of global public goods such as 
environmental protection and energy conservation, and to verify whether the 
actions taken by international organizations in favor of the green transition 
fit into the model of sustainable development. The analysis includes interna- 
tional organizations such as the UN, wB, and EBRD, but special attention is 
paid to the EU and EIB, as these organizations have taken on the extremely 
ambitious challenge of achieving EU climate neutrality by 2050. 

This chapter is structured around the presented goal. The first section dem- 
onstrates the importance of global public goods (i.e., environmental protec- 
tion and energy) in the UN concept of sustainable development. The second 
section of the chapter presents the key role of green energy in implementing 
environmental and energy sustainability objectives. The third and final section 
outlines how international organizations support the development of green 
energy to manage global public goods (i.e., environment and energy) effec- 
tively. In particular, it highlights activities undertaken by the wB and EBRD, 
but also pays attention to EU and EIB measures to achieve climate neutrality. 


2 Environmental Protection and Energy: Relevance to the Concept of 
Sustainable Development 


Sustainable development is a global concept of an interdisciplinary nature 
that is based on balanced economic, social, and environmental development. 
This concept is fluid in that it does not contain a well-defined range of 
activities, but rather evolves (changes) over time as new development chal- 
lenges emerge. Sustainable development is most often defined as development 
that seeks to achieve intra- and intergenerational equity and ensure high eco- 
logical, economic, and sociocultural standards for all generations, within the 
Earth’s natural limits (Rogall, 2005, p. 12). 

Intergenerational equity, i.e., making sure present and future generations 
have equal access to resources, plays a significant role in sustainable develop- 
ment. Energy resources are a very important resource and necessary for the 
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smooth functioning of any economy. In today’s world, stable access to energy 
is critical to economic development. It has a significant impact on the world 
economy. Energy raw materials, which are a source of energy, are essential for 
the functioning and development of humanity, and when there is a shortage of 
energy raw materials, social, political, and economic problems arise, posing a 
significant threat to humanity. The supply of energy raw materials is, therefore, 
a global problem. That is why it is extremely important to manage the Earth’s 
natural resources in a sustainable manner, i.e., to ensure that they will also 
benefit future generations. If not exploited properly, even the quality of natu- 
ral resources considered inexhaustible, such as air, can decline significantly. As 
for renewable (vegetation, soil) and non-renewable (oil, coal) resources, their 
overexploitation and unchecked development of the world economy threaten 
to deplete some of them irretrievably. 

In the 1980s, Richard Ullman analyzed the global threat of a shortage of 
energy resources. He identified two main dangers: “natural” — depletion of 
energy resources, and “artificial” — actions of governments of individual coun- 
tries, e.g., boycotts, embargoes, restrictions on the supply of these resources 
(Ullman, 1983, pp. 140-145). 

The growing danger of natural resource degradation and environmental 
pollution has also attracted the attention of global international organiza- 
tions. In 1983, UN Secretary-General Javier Perez de Cuellar established the 
independent World Commission on Environment and Development, chaired 
by Norwegian prime minister Gro Harlem Brundtland. The Commission aimed 
to identify current world problems, and its work resulted in the Our Common 
Future report, published in 1987. The report defined the term “sustainable 
development” for the first time, recognizing that sustainable development “is 
the development that meets the needs of the present without compromising 
the ability of future generations to meet their own needs’ (United Nations, 1987, 
p. 24).! The report warns against equating the term “development” with purely 
economic development and against an equally narrow understanding of the 
definition of “environment.” Therefore, it was the first time that environment 
and development problems were treated as a single global issue. The report 
also demonstrates the strong relationship between the environment and pov- 
erty, stating that poverty is both a cause and an effect of global environmental 
problems. Furthermore, it has been emphasized that sustainable development 
requires decisive changes in the use of natural resources, investments, further 
technical development, and political structures (Eissel & Rokicka, 1996, p. 59). 


1 The concept of sustainable development is thoroughly discussed in Chapter 1 of this book. 
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The Our Common Future report recognizes that there is no single blueprint 
for sustainable development, as it is necessary to consider that socioeconomic 
systems and ecological conditions vary considerably between countries. 
Although the Our Common Future report recognizes sustainable development 
as a global goal, each country has to develop its own policies for action (Baker 
etal., 1997, p. 4). The report brought about a real revolution in views, contribut- 
ing to the reduction of ecological destruction and the formation of new con- 
cepts of development. 

Daly draws attention to the need for sustainable use of natural resources 
and the environment, highlighting that if there is no change to the current 
methods in which they are exploited, there will be a collapse of the economy 
and even an ecological disaster is likely. Therefore, natural resources and the 
environment should be used consistently and sustainably. Daly thus proposed 
three key principles for sustainable use of resources and the environment 
(Daly, 2007, p. 14): 

1. With regard to renewable resources: the sustainable withdrawal of 
resources cannot exceed the regeneration of resources. 

2. With regard to non-renewable resources: the sustainable withdrawal 
of non-renewable resources cannot exceed the rate of production of 
their renewable substitutes — the total amount of natural capital should 
remain unchanged. 

3.  Withregard to pollutants: the sustainable rate of pollutant emissions can- 
not exceed the rate at which the pollutants will be recovered, absorbed or 
disposed of by the environment. (Tester et al., 2005, p. 262) 

The current problems faced in addressing the world’s major global issues were 
identified on September 25-27, 2015, at the United Nations Summit in New 
York. At that time, the document entitled “Transforming Our World: The 2030 
Agenda for Sustainable Development” was adopted, setting 17 Sustainable 
Development Goals for the period 2015-2030 (United Nations, 2015b). These 
goals are discussed in detail in Chapter 1 of this book. However, two of the goals 
indicated relate directly to energy and the fight against climate change, respec- 
tively Goal 7: “Ensure access to affordable, reliable, sustainable and modern 
energy for all,” and Goal 13: “Take urgent action to combat climate change and 
its impacts.’ The United Nations’ classification and listing of the 17 Sustain- 
able Development Goals, which specifically mandate the guarantee of univer- 
sal access to energy and the mitigation of climate change, represents a pivotal 
stride towards the enhanced management of these vital global public goods. 

To sum up, one of the most important factors prompting the emergence 
of the concept of sustainable development was the increasing danger of deg- 
radation of natural resources and pollution of the environment. In the Our 
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Common Future report, the UN highlighted for the first time that the degrada- 
tion of natural resources and the environment is a major global issue. It also 
shows that there is a strong correlation between the environment and poverty, 
emphasizing that poverty is both a cause and an effect of global environmental 
issues. Over the years, with the advance of globalization, these problems have 
become even more relevant. Ensuring stable and universal access to energy 
while protecting the environment is one of the most important Sustainable 
Development Goals. 


3 Green Energy and Its Impact on Improving Quality of Life 


It is worth highlighting that energy demand continues to increase. The US 
Energy Information Administration and the International Energy Agency pre- 
dict in annual reports that energy consumption will increase by 71% between 
2003 and 2030. Meanwhile, the increased demand for energy is accompanied 
by a continuous decline (depletion) of fossil resources. Moreover, carbon diox- 
ide emissions continue to rise, with an increase of 50% in 2015 versus 1990 
(United Nations, 2015), p. 52). Thus, in order to meet the major challenges of 
sustainable development in the 21st century, i.e., increasing energy demand, 
resource scarcity, and climate change, it is necessary to approach environmen- 
tal and energy protection as part of sustainable development. 

The term “green energy” is commonly used to describe electricity gener- 
ated from renewable sources. In principle, all natural resources are renew- 
able, but at very different times. If the renewal time of the resource is short, 
it is considered renewable. However, if the renewal occurs over a somewhat 
longer period of time, but still within our lifetime, the resource is considered 
potentially renewable. Renewal of some natural resources is only possible as a 
result of geological processes of such duration that for practical purposes they 
are called non-renewable resources. Their reserves are exhaustible in terms of 
human life expectancy (Afgan et al., 2004, p. 5). For this reason, energy raw 
material resources are commonly divided into non-renewable raw materials 
(e.g., coal and lignite, oil, natural gas, uranium) and renewable raw materials 
(e.g., hydropower, biomass solar and geothermal energy, wind energy, etc.). 

Non-renewable sources are limited in quantity, and intensive exploitation 
over the past century has significantly depleted them. Unfortunately, it is not 
possible to increase the reserves of non-renewable raw materials within a con- 
ceivable time frame through recovery or new discoveries. Conversely, renewa- 
ble sources have the special property that they are not consumed in the process 
of exploitation, so that future generations will be able to use them as needed. 
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As it is based on non-renewable resources, conventional energy contributes 
significantly to environmental degradation — pollution of soil, water, and the 
atmosphere. Renewable energy is less burdensome for the environment, as 
much less pollution is involved in its production. Although renewable energy 
sources do not consume natural resources and are the most climate-friendly 
source of energy generation, it should be borne in mind that using them also 
involves some environmental interference. For example, the generation of 
wind energy causes a lot of noise from generators driven by this energy and a 
reduction in bird populations as a result of them colliding with wind turbines. 
Also, offshore turbines can disturb ecosystems through vibration and noise. 
In turn, dams contribute to the disruption of water relations in the ecosys- 
tem (changes in the flow of oxygen and nutrients) and become a physical bar- 
rier to migrating fish. These are just a few examples showing that renewable 
energy sources are not completely neutral to the environment, but it should be 
borne in mind that there is currently no source of energy generation that has 
no environmental impact at all. Nevertheless, green energy contributes only 
marginally to its degradation in contrast to the conventional energy sources 
described earlier. In addition, renewable energy sources allow for experiments 
and innovative actions to transform the environment, as yet unexplored due to 
widespread dependence on fossil fuels. 

In sum, energy from renewable sources has many beneficial characteristics: 
— Low environmental impact 
— Resource renewability 
— Saving fossil fuels (eliminates consumption of coal, oil, and natural gas) 

— A nationally dispersed energy source that does not need to be transported 
and can be sourced anywhere, thus eliminating the losses incurred in distri- 
bution and the construction of costly transmission lines 

A factor that determines the need for spreading and using green energy is the 
fight against climate change, the consequences of which are increasingly per- 
ceived by society. Another factor in favor of using green energy is the increas- 
ing demand for energy. As conventional resources become scarcer and steadily 
depleted, only renewable energy sources are able to ensure continued access 
to energy, both for current and future generations at an affordable price. 

It is worth noting that the use of green energy directly contributes to the 
two Agenda 2030 Sustainable Development Goals — universal energy access 
(Goal 7) and combating climate change (Goal 13). However, indirectly, using 
green energy also contributes to almost all of the Sustainable Development 
Goals, including mainly the first goal, which focuses on poverty eradication. In 
fact, green energy does not emit pollutants into the atmosphere, and is there- 
fore an effective tool for combating climate change, which is the main cause 
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of environmental disasters. At the same time, disasters such as hurricanes or 
droughts significantly exacerbate poverty, causing major economic losses. 
Thus, green transformation plays a huge role in implementing the concept of 
sustainable development. It even lays the foundation for the sustainable devel- 
opment of the whole world, and thus for the effective management of global 
public goods. 

To conclude, the development of green energy is an essential element for 
the implementation of the concept of sustainable development, as well as a 
necessary tool for efficiently managing global public goods in terms of energy 
and environmental protection. First of all, using renewable energy sources 
(RES) to generate energy is emission-free and does not exacerbate climate 
change, which is a fundamental global problem. Another important advan- 
tage of renewable resources is regeneration, thus saving fossil fuels. Surely the 
solution to the global issues of energy access, environmental protection, and 
climate change is to use a mechanism to implement sustainable development 
with green energy. 


4 Green Transformation Efforts by International Organizations 
(WB, EBRD, WHO) and, in Particular the EU and the EIB 


A major event that has driven international action to tackle climate change is 
the Paris Agreement, which entered into force on November 4, 2016 (Council 
Decision (EU), 2016). Its main thrust is to strive to keep the global temperature 
rise well below 2°C (and to make every effort to keep it at 15°C) relative to 
pre-industrial levels, and to bring about a rapid reduction in emissions. 
Signature of the agreement by two of the most carbon-emitting countries, 
China and USA,? was a great success. The Paris Agreement complements 
Agenda 2030 and the 13th Sustainable Development Goal on climate change 
(United Nations, 2015b). 

— World Bank (wB) 

Using green energy is one of the most important tools for combating cli- 
mate change. Individual countries also support global international organi- 
zations to implement their commitments under the Paris Agreement. One 
such organization is certainly the World Bank, which launched in April 2021 
a new Climate Change Action Plan (ccap). In the ccap, the Bank made a 


2 The United States formally withdrew from the Paris Agreement on November 4, 2020, due to 
a decision of President Donald Trump, but rejoined on February 19, 2021, due to a decision 
made by the new president, Joe Biden. 
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commitment to increase climate finance to 35% of total commitments over 
the next 5 years (World Bank Group, 2021, p. 17). 
— World Health Organization (WHO) 

The wno also draws attention to the fact that the Paris Agreement is a 
fundamental agreement on public health. At the 2018 UN Climate Change 
Conference in Bonn, WHO officials expressed concern that g out of 10 peo- 
ple breathe air with high levels of pollution, and around 7 million people 
die each year from exposure to fine particles in polluted air (United Nations, 
2018). 

— European Bank for Reconstruction and Development (EBRD) 

EBRD also plays an important role in managing global environmen- 
tal and energy public goods. The EBRD was established by the European 
Council in December 1989 and became operational in March 1991. Its main 
objective was to facilitate the transition of the Central and Eastern Euro- 
pean countries to a market economy. Currently, the EBRD is owned by 71 
countries, as well as the EU and EIB (EBRD, 2023). EBRD members work 
towards sustainable development, including environmental protection. The 
Bank promotes the slogan “Green economy transition,” implying ecology as 
the priority of its activities and, in particular, combating climate change. In 
July 2020, the EBRD presented The Green Economy Transition GET 2021-2025, 
which aims to finance projects that accelerate the transition to a sustain- 
able, low-carbon economy. As part of GET 2.1, the EBRD made a commit- 
ment to “aligning its activities with the principles of international climate 
agreements, including principally the Paris Agreement” (EBRD, 2020, p. 6). 
Therefore, the EBRD actively supports countries that seek to fulfill their 
commitments under the Paris Agreement. As a result of these measures, 
in 2021, climate change expenditure accounted for 51% (€5.4 billion) of the 
Bank’s total investments (€10.4 billion) (Bennett, 2022). All financial flows 
by the EBRD are consistent with Article 2.1 of the Paris Treaty, which obliges 
signatories to make “finance flows consistent with a pathway towards low 
greenhouse gas emissions and climate-resilient development.” In June 2021, 
the EBRD published a methodology for public consultation to define how 
the EBRD determines whether projects to be financed by the Bank are con- 
sistent with the Paris Agreement (EBRD, 2021). 

— European Union (EU) and European Investment Bank (EIB) 

The institution that has been particularly active in promoting the effective 
implementation of the Paris Agreement is the EU. In December 2019, the 
European Green Deal was established, a new strategy of action under which 
the EU aims to achieve climate neutrality by 2050. In order to implement 
the European Green Deal, the European Commission announced a new “Fit 
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for 55” package on July 14, 2021 (European Commission, 2021). The pack- 
age aims to decarbonize the European economy by at least 55% by 2030 
compared to 1990 emission levels. The package contains 13 legislative pro- 
posals to achieve this goal, including a proposal to amend the renewable 
energy directive. It proposed to raise the current EU target of 32% RES in 
gross final energy consumption to at least 40% by 2030. The Commission 
also proposed to amend the Energy Efficiency Directive to raise the current 
EU target to improve energy efficiency from 32.5% to 36% of final energy 
consumption by 2030. The package also includes a proposal to revise the EU 
Emissions Trading System (EU ETS), which has been in place since 2005 and 
aims to reduce greenhouse gas emissions in the EU. Under this mechanism, 
the EU sets an overall cap on emissions allowances, and companies buy or 
receive these allowances. This cap is gradually being lowered so that emis- 
sions also decrease progressively. As per the amendment to the act within 
the package, each year, the permissible emission caps are to be reduced even 
more rapidly, so that the price of emission allowances will rise at the same 
time. Additionally, free emission allowances for aviation are to be gradu- 
ally phased out and maritime transport emissions are to be included in the 
scheme. The new Carbon Border Adjustment Mechanism (CBAM) included 
in the package is particularly noteworthy. The CBAM is supposed to oper- 
ate in parallel with the ETs and counteract “carbon leakage.’ Therefore, the 
project aims to avoid a situation where the EU’s efforts to reduce emissions 
are undermined by increased emissions outside its borders, either through 
relocation of production to countries outside the EU (where climate change 
policies are less demanding than the EU’s) or through increased imports of 
carbon-intensive products. The package also includes changes to the car- 
bon dioxide emission standards for passenger cars and commercial vehicles. 
From 2035, no cars or commercial vehicles with combustion engines will be 
allowed on the EU market. Furthermore, an amendment to the legislation 
has been included in the package to accelerate the development of infra- 
structure for charging or refueling vehicles using alternative fuels. The pack- 
age also involves air transport (ReFuelEU Aviation project) and maritime 
transport (FueEU Maritime) in meeting the EU’s climate targets, intending 
to reduce greenhouse gas emissions through the use of renewable and low- 
carbon fuels in air and maritime transport (last updated March 25, 2022). 
The EU attends the UN Climate Conferences every year, where partici- 
pants reflect on how to accelerate global climate action. During the last cop 
27 Conference in November 2022 in Sharm el Sheikh, the EU postulated to 
continue to increase the scale of international financing of actions related to 
climate change (European Council, 2022). 
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The financial institution actively involved in implementing climate neutral- 
ity in the EU is the European Investment Bank. In November 2019, the EIB 
Board of Directors decided to increase the E1B Group’s commitment to the cli- 
mate and environment. It was decided to transform the EIB from “the EU bank 
supporting the climate” into “the EU climate bank.” Therefore, the Bank has 
adopted a new climate strategy, as well as a new energy lending policy. The E1B 
is committed to aligning all its financing activities with the goals of the Paris 
Agreement. To do this, the Bank has declared that by 2025 it will increase the 
share of investment to at least 50% of total funding under its “climate action 
and environmental sustainability” priority, a level of more than €30 billion per 
year. In addition, the EIB stopped financing conventional fossil fuel projects 
from the end of 2021 (European Parliament, 2021). 

As the EU climate bank, the EIB focuses mainly on financing projects 
concerning (EIB, 2020, p. 15): 

— Energy efficiency, including building and housing refurbishment, better 
road lighting and green transport 

— Emission-free energy supply to contribute to the EU’s goal of increasing 
energy from renewable sources 

— Electricity networks connecting new, low-carbon energy sources 

— Innovation in energy generation, storage and use 

Reducing emissions, especially in the industrial sector, is a very difficult 

task. For this reason, the Bank is implementing projects to help businesses 

make the transition to a low-carbon model. Between 2016 and 2020, the EIB 

financed energy infrastructure to the tune of around €60 billion. The Bank 

financed energy-related projects worth €11.6 billion, including €5.8 billion for 

energy efficiency, €4 billion for renewable energy sources, €963 million for 

electricity, €455 million for gas, and €351 million for heat (EIB, 2021b, p. 3). 

The establishment of the €100 million Breakthrough Energy Ventures 
Europe (BEV-E) investment fund, in collaboration with the European Invest- 
ment Bank (E18), the European Commission (EC), and Breakthrough Energy 
Ventures, represents a salient development deserving noteworthy attention. 
The fund is the first large-scale clean energy investment and focuses on signifi- 
cant emission reductions. The fund aims to support European companies that 
develop cutting-edge technologies that contribute to reducing greenhouse gas 
emissions (EIB, 2019). 

Currently, companies are increasingly willing to invest in this type of project 
as they are increasingly aware that climate change seriously impacts their busi- 
ness. According to a qualitative survey conducted by the EIB in 2021, as many 
as 58% of companies with operations in the EU are aware that climate change 
is negatively affecting their businesses. Spain (78%), Romania (72%), Portugal 
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(72%), and Malta (44%) had the highest number of companies aware of the 
implications of climate change for their business (EIB, 2021a, p. 28). 

To conclude, the EU and the E1B are making every effort to achieve climate 
neutrality in the EU economy by 2050 through the deployment of green energy. 
The increasingly stringent EU climate change standards and E1B financing for 
green energy projects are very concrete steps towards climate neutrality. How- 
ever, it should be emphasized that in order to ensure universal access to energy 
as well, and effectively mitigate climate change, energy supplies must also be 
adequately diversified. A stable supply of energy is essential to the smooth 
operation of any economy. Unfortunately, the European Union is highly 
dependent on energy imports from external suppliers and is therefore vulner- 
able to sudden increases in energy prices and energy crises. Even at the end of 
2021, there was an increase in energy prices in Europe, which was caused by a 
sharp increase in the price of natural gas on world exchanges. This increase was 
the result of increased demand for gas resulting, among other things, from the 
EU’s climate policy and departure from fossil fuel — based power generation, 
as well as a reduction in the gas supply from major suppliers, mainly Russia. In 
December 2021, gas prices on world markets increased by 170% compared to 
December 2020 (last updated March 31, 2022). In contrast, the Russo — Ukrain- 
ian War (February 24, 2022) resulted in an even greater increase in the price of 
natural gas — by 38.6% at its peak in March 2022 compared to January of that 
year (Horton et al., 2022). Certainly the conflict with Russia has exposed the 
flaws in the EU’s energy policy of overdependence on Russian energy imports, 
but it has also motivated the EU to accelerate its RES-based energy transition. 

In March 2022, the Ec communicated a plan to make Europe independent of 
Russian fossil fuels before 2030 (European Commission, 2022). The EC stressed 
that as a result of Russia’s invasion of Ukraine, urgent action must be taken 
to bring about an even faster energy transition in the EU. The Ec highlighted 
that the EU is heavily dependent on conventional fuel imports from Russia. 
As much as 45.3% of gas imports in 2021 came from Russia. The rest of the gas 
suppliers had a much smaller share of EU imports: Norway (23.6%), Algeria 
(12.6%), the USA (6.6%), Qatar (4.9%), and others (7.1%). Also, in 2021, more 
than 27% of oil and 46% of coal were imported from Russia. In order to become 
independent from Russian gas by 2030, the Ec has proposed the REPowerEU 
plan, which includes diversification of gas supplies through increased imports 
of liquefied natural gas (LNG) and pipeline imports from non-Russian suppli- 
ers. In addition, the plan is to increase the production and import of biometh- 
ane and hydrogen and to reduce the use of fossil fuels more quickly. Attention 
was also drawn to the need to improve energy efficiency, increase the share of 
RES in final energy consumption, and address infrastructure constraints. The 
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full implementation of the proposals under the “Fit for 55” package described 
earlier is intended to achieve these objectives. The Ec estimates that these 
measures could reduce EU demand for Russian gas by two-thirds by the end 
of the year. The communication stresses that the significant increase in energy 
prices is hitting people in the poorest households (who spend a significant 
proportion of their income on energy bills) particularly hard, as well as those 
in fuel poverty. In turn, this contributes to exacerbating social disparities and 
inequalities, while constituting a huge barrier to achieving the UN’s first Sus- 
tainable Development Goal — eradicating global poverty. 

To summarize, today, international organizations such as the UN, wB, EU, 
EBRD, and EIB are taking many steps to manage the global public goods of 
environment and energy effectively. The EU is the undisputed leader in green 
transformation measures and the pursuit of climate neutrality. However, effec- 
tive energy and climate management, in line with the sustainable development 
model, should incorporate environment protection, and also secure and stable 
energy supply at affordable prices. Unfortunately, there has not been adequate 
diversification of imported fuel supplies in the EU for many years, as most 
energy supplies depend on a single supplier — Russia. The Russo — Ukrainian 
War has highlighted the serious consequences for the EU of becoming heavily 
dependent on a single energy supplier. These consequences are a reduction 
in the supply of energy and a large increase in its price on the EU market, 
with a consequent rise in inflation and a significant fall in the population’s real 
incomes. In the wake of these events, the EU is now taking a number of steps 
to reduce its dependence on energy imports from Russia. Under these circum- 
stances, the green transition is an even more necessary and extremely impor- 
tant development, as the increase in energy generated from RES increases the 
diversification of supply and thus improves energy security. In addition, cli- 
mate change and the degradation of natural resources are now a real global 
concern for society. Therefore, every effort should be made to achieve climate 
neutrality, while bearing in mind that stable and affordable access to energy is 
also an important element affecting people's quality of life. 


5 Conclusions 


Due to the world’s growing population and economic development, the global 
demand for increasingly scarce energy resources continues to rise, and the 
global economy is under threat of increasing energy deficits and, consequently, 
significant environmental degradation and climate change. The solution to 
providing society with stable and affordable access to energy and combating 
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climate change is green energy. Therefore, international organizations should 
implement green energy to manage global public goods such as the environ- 
ment and energy effectively. 

The present chapter has effectively accomplished its objective by highlight- 
ing the salience of global public goods, specifically those pertaining to environ- 
mental preservation and energy conservation. Moreover, the current discourse 
has substantiated that the measures undertaken by international organiza- 
tions in support of the green transition align with the model of sustainable 
development. 

The development of green energy contributes to the efficient management 
of global public goods, i.e., environmental protection and energy. Green energy 
is a direct opportunity to meet at least two of the current Sustainable Devel- 
opment Goals set out in the 2030 Agenda, i.e., ensuring access to affordable, 
reliable, sustainable, and modern energy for all, and taking urgent action to 
combat climate change and its effects. Moreover, using green energy indirectly 
contributes to almost all of the Sustainable Development Goals and is particu- 
larly strongly linked to the goal of poverty eradication. As a result of climate 
change, numerous disasters have occurred, including hurricanes and droughts, 
which have caused great damage and have consequently contributed to global 
poverty. To achieve sustainable development, it is imperative to implement 
and make extensive use of clean, modern technologies and renewable energy 
sources. 

Since the adoption of the Paris Agreement, international organizations, i.e., 
the EU, WB, EBRD, and EIB, have made every effort to manage the global pub- 
lic goods — environment and energy — effectively. Concrete legislative meas- 
ures and financial solutions supporting projects related to the development of 
green energy are a manifestation of these efforts. Undoubtedly, this provision 
of support is of utmost significance and necessity, as it constitutes a vital com- 
ponent of the sustainable development model, thereby enhancing the stand- 
ard of living for all individuals. 

In summary, global international organizations are exerting commendable 
efforts towards the effective management of global public goods pertaining 
to the environment and energy. Certainly, a necessary tool for the efficient 
management of these goods is the systematic implementation of green 
energy under the sustainable development mechanism. Using green energy 
reduces climate change, saves fossil fuels, and improves energy security by 
increasing energy generation sources. Thus, providing widespread access to 
green energy is seamlessly aligned with the model of sustainable develop- 
ment, while promoting environmental protection and improving people’s 
quality of life. 
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CHAPTER 13 


Governing Global Health by International 
Organizations amid the Global Challenges of Today, 
and Its Impact on Sustainable Development 


Ewa Kosycarz 


Without health, SDGs cannot be achieved, and all the SDGs must 
be achieved in order to improve living conditions and, ultimately, 
human health and well-being. 


WORLD HEALTH ORGANIZATION (20178, 3) 


1 Introduction 


This chapter corresponds with the monograph’s research field in that it analyzes 
a given area of GPGs: global health. This chapter aims to show the role of inter- 
national institutions in the process of providing health-related global public 
goods (GPGs) that meet the Sustainable Development Goals 2030 (SDGs). 

Why are global public goods so important in ensuring global health? Less 
than one-third of the world’s population lives in relative prosperity, while 
more than two-thirds cannot satisfy their basic needs, including health needs. 
Thus, ensuring global health has become a significant challenge. The problem 
only seems to have been aggravating recently due to the most serious health 
crisis in more than a hundred years due to the sars-CoV-2 virus. 

The consequences of the crisis do not only affect health, but also the econ- 
omy as a whole, which may translate into difficulties with financing GPGs. 
The war in Ukraine is yet another threat to global health, as it may result in 
food supply shortages affecting poor countries, implying a serious toll on 
the health of the regions’ inhabitants. Ukraine produces and exports wheat, 
corn, and sunflower oil, all of which are imported by low-income countries 
in Africa and the Middle East. The following countries are fully dependent on 
wheat imports from Ukraine and Russia: Somalia, Benin, Laos, Egypt, Sudan, 
DR Congo, Senegal, and Tanzania. This means a catastrophic risk of famine, 
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which will affect the health of people living far from where the armed conflict 
is taking place. 

The chapter contributes to the understanding of the challenges of providing 
global health GPGs in the context of the new sustainable development para- 
digm, health crises, and famine caused by armed conflicts. 

The content of the chapter is structured into six sections. The first section deals 
with the concept of global public goods related to global health, referring the 
various definition in the literature. The second section outlines the issues of gov- 
erning global health. The third section provides a synthetic analysis of the direct 
and indirect presence of the global health concept in the Sustainable Develop- 
ment Goals 2030. The fourth section presents selected international institutions 
which, directly or indirectly, pursue the goal of global health. It also includes the 
activity of grassroots social initiatives aimed at improving the level of health from 
a global perspective. The fifth section focuses on the activities of institutions and 
EU-related initiatives concerning the provision of global health goods. The final 
section analyzes the anticipated and observed difficulties in meeting SDGs for 
global health. The chapter ends with the presentation of some conclusions. 


2 Global Health and Related Global Public Goods 


When discussing global health, we first think of it from the humanitarian per- 
spective, that is equal access to medical care and knowledge. Being a growth 
driver, it is also of importance in the context of economic growth. In recent 
decades public health has also risen in significance in terms of safety. This has 
been due to: (1) the spread of communicable diseases, with poor countries 
being given the most prominence due to ailing or non-existent health-care 
systems, (2) biological weapons and bio-terrorism threats, and (3) political 
strategies used in conflicts and influence gaining. 

The term “global health” is not unambiguously represented in the literature. 
Missoni et al. (2019, based on a literature review largely researched by Bozo- 
rgmeher) identify four meanings of global health. The first is “all around the 
world” or “everywhere.” The second one relates to health problems that are not 
limited by state boundaries (e.g., pandemics and the spread of communica- 
ble diseases). In line with the third approach, the term “global health” is inter- 
preted as a multidisciplinary concept. It implies that, the study of global health 
is the study of social, political, economic, biological, and technological rela- 
tionships that affect health in various ways. The fourth approach applies a term 
introduced by Scholte: “supra-territoriality,” that is, social links which tran- 
scend administrative territorial geography (Missoni et al., 2019). Frenk et al. 
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reconceptualize the term “global health” as “the health of the global popula- 
tion, with a focus on the dense relationships of interdependence across nations 
and sectors that have arisen with globalization” (Frenk et al., 2014, p. 94). For 
the analysis in this chapter, we define the term “global health” as public health 
for world’s population with the inevitable impact of globalization processes. 

The term “global public goods” (GPGs) is defined as goods that are non- 
excludable and non-rivalrous in consumption and their provision of benefits 
to every country (Barrett, 2007). But this is the definition of pure public goods. 
In addition to pure public goods, impure public goods and club goods are more 
common in the real world. The concept of global public goods is comprehen- 
sively presented in Chapter 1 In this chapter, the focus is on all types of global 
public goods related to global health. From the point of view of the considera- 
tions of this module, it is irrelevant to which category of global public goods 
the discussed examples belong. However, let us be aware that, like all global 
public goods, global health-related goods are characterized by differing inten- 
sities of consumption characteristics (non-excludable and non-rivalrous). 

The literature provides varying definitions of global public goods for global 
health. They may be broadly interpreted as cross-border functions or interven- 
tions that contribute to a higher level of health and which are not produced by 
market forces (UN, 2020). 

It is clear that global health as a concept cannot be just simply physically 
delivered. However, the provision of global public goods can contribute to 
global health by serving selected population needs. 

In the context of a healthy society, examples of needs provided for by the 
supply of global public goods are: peace and security, fundamental rules of 
behavior, and regulations to protect health or knowledge of how to prevent and 
treat diseases (Moon et al., 2017). Health-related global public goods should, 
therefore, target these areas. Moon et al. (2017) divided GPGs into three catego- 
ries: research/assessment, normative functions, and managing externalities. 

In the first category, research/assessment, the following were classified as 
key for health: health technology R&D, marketing approval (e.g., the Food and 
Drug Administration [FDA], the European Medicines Agency [EMA]), health 
technology assessment (e.g., UK National Institute for Clinical Excellence 
[NICE]), product quality assessment (e.g., World Health Organization [wHO]), 
pre-qualification, good manufacturing practices (GMPs) certification, guide- 
lines/forms (e.g., treatment guidelines, reimbursement decisions), delivery/ 
health systems research/implementation research. 

For the second category, normative functions, they named standard set- 
ting (e.g., International Classification of Diseases [1cD], Codex Alimentarius 
[GMP]), regulation (e.g., Framework Convention on Tobacco Control [FcTc], 
WHO pre-qualification), and policies to preserve the efficacy of antimicrobials. 
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The last category, managing externalities, embraced public goods such as: 
communicable disease surveillance, strategic stockpiles of drugs and vaccines 
for pandemics, and early-warning systems for natural disasters. 

Barrett (2007) divided GPGs with respect to who provides and finances 
the GPG. He distinguished the following categories: single best efforts (only a 
single successful intervention would be required, all the other countries are 
beneficiaries), weakest links (can only be provided with the active participation 
of every country, requires universal cooperation), aggregate efforts (depends 
on the total efforts of all countries). All these GPG categories need financing. 
However, Barrett points out two other categories of GPGs which do not need 
financing: mutual restraint and coordination. 

For the analysis in this chapter, it seems reasonable to address why it is worth 
delivering certain public goods in the health domain globally. Isn't the care of 
national systems sufficient? There are a number of arguments for the delivery 
of GPGs: 

— They offer potential benefits to all countries, even if single countries bear 
the costs. 

— Local measures may not ensure that the goal is met, even if huge outlays are 
made (preventing climate changes, containing the virus from spreading). 

— Certain public goods, for instance, the weakest links category, would not be 
effectively delivered if not for international cooperation. 

— International cooperation consists of information exchange and may 
prevent global health emergencies. 

— Acting globally, it is possible to partly attend to health prevention and 
promotion, which largely determine healthy life expectancy. 

As pointed out by Barrett (2007), global public goods must be supplied 

voluntarily. International cooperation could be a kind of organized volunteer- 

ism. Therefore, the chapter argues that international cooperation is possible 

thanks to the major role of international organizations. 


3 Global Health Governance 


Improving the health of the world’s human population is among the main 
challenges of the 21st century. The various aspects of ensuring healthy soci- 
eties require the interaction of countries within a region and even between 
continents. Hence the importance of global health governance (GHG). GHG 
may be understood as “formal and informal institutions, rules and processes 
by states, intergovernmental organizations, and non-state actors to deal with 
health challenges that require cross-border collective action to be addressed 
effectively” (Fidler, 2010, p. 3). 
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GHG forms a complex system that can be characterized as multi-sectoral, 
multi-actor, multi-institutional, multi-principle, and multi-instrumental sys- 
tem, as described in Chapter 2 In the context of Chapter 2, for each of these 
characteristics, some main developments can be discerned: 

— Subjects: As in the general case of global governance, differentiated gov- 
ernance systems have emerged in GHG, depending on the fields of action. 
Interventions stem from differentiated measures to raise the level of global 
health. For example, prevention against communicable diseases (vaccina- 
tion), health promotion for non-communicable diseases, clean air, access 
to nutritious food, systems for monitoring the spread of diseases, or build- 
ing effective and efficient health systems. Over time, the thematic scope of 
the system has expanded considerably. Moreover, some 10s have increased 
their area of interest. The best example is the World Bank (ws), which has 
entered the remit of the wHo and, up to a certain point, competed with it. 

— Actors: As Moon writes, “GHG can best be characterized as a network, in 
which independent purposive actors negotiate the rules that will regulate 
their relations, rather than a hierarchy or market” (Moon, 2021, p. 235). 

— Legal forms and competences: Hundreds of actors have engaged in GHG influ- 
encing agendas, rulemaking, implementation, monitoring, and enforcement 
(Moon, 2021). These actors work in different forms of formal and informal 
governance arrangements. Some institutions are large, international treaty- 
based organizations with strong bureaucratic and financial support (WHO, 
wB). Others consist of transnational private (Bill and Melinda Gates Foun- 
dation [BMGF]) or hybrid arrangements (Gavi, the Vaccine Alliance). In 
addition to structures with a strong formal basis, the occurrence of civil 
society organizations (CSOs) is also observed. 

— Principles: In the case of GHGs, the adoption of common principles seems 
unproblematic. However, the history of the wHo shows that adopted pri- 
orities for international action can be influenced by international politics 
(Moon, 2021). 

— Instruments: In the case of GHG, soft instruments such as monitoring, 
persuasion, dissemination of standards, information exchange, etc. pre- 
dominate among the instruments used. 

Inthe case of the evolution of GHGs, an additional feature should be mentioned: 

the sources of funding and the associated pressure on expenditure allocation. 

Funds raised in the form of statutory contributions from countries affiliated to 

an international institution appear to be less subject to pressure from donor 

countries. In the case of funds from donors not bound by co-financing treaties, 
there is a risk of dedicating the donation to a specific purpose that the donor 
has, not necessarily the international organization. 
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There are at least two main risks in the way of proper GHG: the risk of 
inefficient and ineffective governance resulting from the structure of the 10 
network and the risk of insufficient financial resources. 

The first one stems from underperformance in managing a network of frag- 
mented actors. This is due to uncoordinated initiatives, often competing for 
funding. Such undertakings are typically focused on certain diseases, types of 
intervention, and population groups. Globally, it is the lack of a coordinating 
body and even of any adjustment mechanism that is to blame. This leads to 
an inefficient allocation of resources, carried out on the basis of ad hoc crite- 
ria decided by the attractiveness of aspects such as donor indications, public 
opinion assessment, foreign, economic or security policy priorities, etc., rather 
than the rationale of global health needs (Lee & Brumme, 2012). 

The second risk stems from irrational priorities in the global community. 
It is worth noting the proportions in health spending by key institutions, 
such as the WHO, versus the incomes of top managers or the world’s military 
spending. The Health Assembly — approved program budget for 2018-2019 
totaled US$4.4 billion (WHO, 2020). During the 2008 financial crisis, when the 
world economy was deep in recession, the Wall Street bankers paid themselves 
bonuses amounting to US$18.4 billion (Weclawski, 2015), while in 2019 alone 
military spending was estimated at US$1.922 trillion (Glapiak, 2020). 

According to Frenk (Frenk, 2010, p. 1): “Health has been increasingly recog- 
nized as a key element of sustainable economic development, global security, 
effective governance and human rights promotion.” Hence, it seems obvious to 
link global health to the Sustainable Development Goals Agenda 2030. 


4 Global Health in Sustainable Development Goals 2030 


The health-related targets are not limited to only SDG 3; many of the 
SDG s also have targets directly and/or indirectly related to health, reflect- 
ing the complex pattern of health determinants. 


WORLD HEALTH ORGANIZATION (2017A, 3) 


Ever since the 1990s, the assessment of countries’ economic development has 
come to include broadly understood human health. Amartya Sen, the Nobel 
prize winner, pioneered this approach. His theory inspired the Human Devel- 
opment Report 1990: Concept and Measurement of Human Development (UNDP, 
1990). In later years there were numerous international discussions, which 
had laid the foundations for what gave rise to the Millennium Declaration of 
2000. Another major step involve human beings in the assessment model of 
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sustainable economic development was the United Nations Conference on 

Sustainable Development of June 2012 which decided on the development of 

the Sustainable Development Goals (sDGs). 

The determinants of global health are multifaceted and encompass a range 
of factors, beyond those exclusively associated with the development and 
accessibility of health technologies. They include such areas as the develop- 
ment of communication technologies, consequences of climate changes, 
energy prices, environmental pollution, food quality and accessibility, the level 
of social inequality, and consequences of economic crises: 

— Communication technology has massively affected the transmission and 
storage of information on hazards, e.g., epidemiological hazards. 

— Climate changes have their adverse effect on food supply and water access, 
and in extreme cases some areas are exposed to the risk of flooding, which 
forces their inhabitants to migrate. 

— Energy prices affect the prices of food and medicine transportation, as well as 
the accessibility of travel to medical facilities, which is of particular impor- 
tance in poorer regions of the world. Energy prices will also affect living con- 
ditions in low temperatures, which may, in turn, influence the level of health. 

— Environmental pollution impacts human health through the respiratory 
system (air pollution), as well as through contaminated food and water 
(e.g., microplastics). 

— Shortage of nutritious and diversified food directly affects the health of the 
population. 

— Social inequality leads to economic crises affecting real disposable income, 
which inhibits access to medical benefits and supplies. 

— Economic crises national health systems to reduce health-care financing and 
so do international organizations, which find it increasingly difficult to raise 
funds. 

With such a broad array of global health determinants, it is clear that pursuing 

the third spG (Goal 3: To ensure healthy lives and promote well-being for eve- 

ryone at all ages) is partly realized through other spes. It includes, in particu- 

lar, the following goals: Goal 1 (End poverty in all its forms everywhere), Goal 2 

(End hunger, achieve food security and improved nutrition and promote sus- 

tainable agriculture), Goal 4 (Ensure inclusive and equitable quality education 

and promote lifelong learning opportunities for everyone), Goal 5 (Achieve 
gender equality and empower all women and girls), Goal 6 (Ensure avail- 

ability and sustainable management of water and sanitation for all), Goal 7 

(Ensure access to affordable, reliable, sustainable and modern energy for 

all), Goal 10 (Reduce inequalities within and among countries), Goal 13 (Take 

urgent action to combat climate change and its impacts), Goal 14 (Conserve 
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and sustainably use the oceans, seas and marine resources for sustainable 
development), Goal 15 (Protect, restore and promote sustainable use of ter- 
restrial ecosystems, sustainably manage forests, combat desertification, halt 
and reverse land degradation and halt biodiversity loss). The aforementioned 
goals are strictly related to the health of the world’s population. The pursuit of 
the remaining goals, which were not directly mentioned in this paragraph, will 
indirectly improve humans’ living conditions, which, in turn, will positively 
affect their health. 

In addition to the actions of “ordinary citizens,” governments, and national 
NGOs, international organizations play a leading role in achieving the goals of 
Agenda 2030. International organizations serve as pivotal actors in this regard, 
gathering a diverse array of states and private entities. The following section 
provides a succinct overview of selected institutions and concise depictions of 
their respective missions. 


5 Governing Global Health by International Organizations and its 
Impact on Sustainable Development 


As mentioned earlier, GHG forms a complex system that can be character- 
ized as multi-sectoral, multi-actor, multi-institutional, multi-principle, and 
multi-instrumental system. The institutions that manage, finance, and deliver 
global public goods related to global health form a network rather than a 
hierarchy. These institutions come in diverse legal forms and operate in differ- 
ent geographical areas and sectors related to global health. For the purposes 
of this subsection, we propose to present them in three subgroups: classical 
international institutions, civil society organizations, and initiatives based on 
information and monitoring systems. 


51 Classical International Organizations 

According to Moon et al. (2017), the global health system must perform four 
main functions: managing cross-border externalities; mobilizing global soli- 
darity for disadvantaged populations; stewardship of the overall functioning of 
the system; and ensuring the adequate provision of GPG s. There are numerous 
international organizations that aim to perform the aforesaid functions. Their 
origins date back to the 19th century, when international health management 
came to be consolidated under the International Sanitary Conference of 1851 
held in Paris. The subsequent steps to establish international organizations 
managing global health included the formation of the International Sanitary 
Bureau in 1902, the Office International d'Hygiène Publique (OIHP) in 1907, 
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and the Health Organization of the League of Nations in 1920, as well as the 
World Health Organization (WHO) in 1948. In recent years, the role of private 
entities in global health management has grown. It takes on varied forms, 
including as coalitions, alliances, and more or less structured public and pri- 
vate partnerships. 

Performing the said functions via a broad array of institutions aiming to 
ensure better global health often coincides with the pursuance of Agenda 
2030. Not only is it directly through following SDG 3, but also indirectly through 
other SDGs, as shown in the preceding paragraphs. Table 13.1 shows examples 
of international organizations and their programs pursuing the health goals of 
Agenda 2030. 

Examples of institutions managing cross-border externalities include the 
WHO, the Centers for Disease Control and Prevention (CDC), and the European 
Centre for Disease Prevention and Control (ECDC). 

Functions mobilizing global solidarity for disadvantaged populations 
are demonstrated in the activities of most of the organizations in Table 13.1, 


TABLE 13.1 International organizations and their health initiatives under agenda 2030 


International International organization/ Short description 
organization Policy framework/ 
Program/Action 
World Bank (wB) International organization “wB is like a cooperative, made up of 


189 member countries. The World Bank 
Group is one of the world’s largest 
sources of funding and knowledge 

for developing countries. Its five 
institutions share a commitment to 
reducing poverty, increasing shared 
prosperity, and promoting sustainable 
development” (World Bank, n.d.). 


World Health International organization The WHO is an agency of the United 
Organization (WHO) Nations responsible for international 
public health 


It strictly implements the goals of the 
2030 Agenda. Even the structure of the 
organization is being adapted to the 
more effective implementation of the 
2030 Agenda. 


GOVERNING GLOBAL HEALTH BY INTERNATIONAL ORGANIZATIONS 283 


TABLE 13.1 International organizations and their health initiatives under agenda 2030 (cont.) 


International International organization/ Short description 
organization Policy framework/ 

Program/Action 
United Nations International organization UNICEF is an agency of the United 
Children’s Fund Nations. Main activities: providing 
(UNICEF) immunizations and disease prevention, 


Coalition for Epidemic Foundation 
Preparedness 


Innovations (CEPI) 


Gavi, the Vaccine Public — private partnership 
Alliance 


COVID-19 Vaccines Worldwide initiative 
Global Access 

(COVAX) 

WwHO Regional Office Overall activity 

for Europe 


enhancing childhood and maternal 
nutrition, improving sanitation, 
promoting education, and providing 
emergency relief in response to 
disasters. 

“CEPI is an innovative global partnership 
between public, private, philanthropic, 
and civil society organizations. We're 
working together to accelerate the 
development of vaccines against 
emerging infectious diseases and enable 
equitable access to these vaccines for 
people during outbreaks” (CEPI, n.d.). 
Gavi helps vaccinate half the world’s 
children against some of the world’s 
deadliest diseases. It brings together 
developing country and donor 
governments, the World Health 
Organization, UNICEF, the World Bank, 
the vaccine industry, technical agencies, 
civil society, the Bill & Melinda Gates 
Foundation, and other private sector 
partners (www.gavi.org). 

COVAX is co-led by CEPI, Gavi, and WHO, 
alongside key delivery partner UNICEF. 


WHO/Europe’s efforts to address the 
social 

determinants of health can be 
grouped into the following six areas 
of work: 
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TABLE 13.1 International organizations and their health initiatives under agenda 2030 (cont.) 


International 


organization Policy framework/ 


Program/Action 


International organization/ Short description 


Health 2020: Policy framework 
wHO Regional Office 
for Europe 


The International Overall activity 
Federation of Red 

Cross and Red 

Crescent Societies 

(IFRC) 


‘4. Technical assistance services to 
countries, including capacity building 
and learning exchange 

2. Evidence, data collection, and analysis 
3. Gender and health 

4. Promoting the health of vulnerable 
groups 

5. Strengthening local-level governance — 
Healthy Cities 

6. Strengthening governance at 
subnational level — Regions for Health 
Network” (WHO, 201, p. 2) 

Health 2020 is the health policy 
framework for the European region 
(53 countries) supporting action across 
government and society 

for health and well-being. “It 

focuses on improving health for 

all and reducing health inequalities, 
through improved leadership 

and governance for health” 

(WHO, 2013, p. ii). 

“With our 192 member National Red 
Cross and Red Crescent Societies 
worldwide, we are in virtually every 
community reaching 160.7 million 
people annually through long-term 
services and development 
programmes, as well as uo million 
people through disaster response 

and early recovery programmes” 
(IFRC, 2021). 
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TABLE 13.1 International organizations and their health initiatives under agenda 2030 (cont.) 


International International organization/ Short description 

organization Policy framework/ 
Program/Action 

Global Alliance on GAHP is a collaborative body “GAuHpP is a network of international 

Health and Pollution of more than 60 members and national level agencies 

(GAPH) and dozens of observers committed to a collaborative, 
that advocate for resources multi-sectoral approach to address 
and solutions to pollution the global pollution crisis and the 
problems resulting health and economic impacts” 

(GAHP, n.d.). 
More thanahundred Shanghai Consensus on Participants of the conference 


mayors from leading 
cities and towns 
from around the 
world at the 9th 
Global Conference 
on Health 
Promotion 

Over 1,100 
organizations and 
more than 58,000 
networks involved 
in the preparations 
of the New Urban 
Agenda 

European Health 
Information Initiative 
(EHII) 


Healthy Cities 2016; 
policy framework 


New Urban Agenda; 
policy framework 


WHO network 


“reaffirmed the vision of Healthy Cities 
and the Ottawa Charter for Health 
Promotion and committed politically 
to growing the global Healthy Cities 
movement” (WHO, 2017b). 


“By readdressing the way cities and 
human settlements are planned, 
designed, financed, developed, governed 
and managed, the New Urban Agenda 
will help to [...] improve human health 
and wellbeing” (New Urban Agenda, 
2016). 

Stakeholders include member states, 
wHO collaborating centers, health 
information networks and 
associations such as the European 
Association of Public Health (EUPHA), 
and charitable foundations such as 

the Wellcome Trust. The European 
Commission and the Organisation 

for Economic Co-operation and 
Development (OECD) are also active 
participants. 
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TABLE 13.1 International organizations and their health initiatives under agenda 2030 (cont.) 
International International organization/ Short description 
organization Policy framework/ 
Program/Action 
WHO, European Network “CARINFONET is a collaborative network 


Health Information 
Initiative, Central 
Asian Republics 
Information Network 
(CARINFONET) 


Pure Earth 


Institute for Health 
Metrics and 
Evaluation (IHME) 


UNHCR, the UN High 
Commissioner for 
Refugees 


EU + United 
Kingdom, Iceland, 
Norway, Montenegro, 
North Macedonia, 
Serbia, and Turkey 


International non-profit 
organization 


Research organization 


International organization 


EU Civil Protection 
Mechanism 


of five countries and a platform for 
improving health information systems. 
It promotes collaboration within 

and between countries in the region 
of central Asia to produce relevant, 
objective and accurate statistics” 
(wHo, n.d.). 

Pure Earth is dedicated to solving toxic 
pollution problems (lead and mercury) 
in low- and middle-income countries, 
where human health is at risk (Pure 
Earth, n.d.). 

“IHME works with collaborators 
around the world to develop 

timely, relevant, and scientifically 
valid evidence that illuminates 

the state of health everywhere” 

(IHME, 2014). 

“UNHCR works with governments 

and partners to provide emergency 
health services, improve local health 
services and include refugees in 
national health systems and plans” 
(UNHCR, n.d.). 

“The EU Civil Protection Mechanism 
is a system established in 2001 for 
coordinating rescue and humanitarian 
assistance in the event of natural and 
man-made disasters whose scale or 
nature exceeds the response capabilities 
of the affected country (legal basis — 
Decision 1313/13/EU)” (Government of 
Poland, n.d.). 
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TABLE 13.1 International organizations and their health initiatives under agenda 2030 (cont.) 


International International organization/ 
organization Policy framework/ 
Program/Action 


Short description 


Emergency Response Integrated operational center 
Coordination Centre 
(ERCC) 


European Centre for _International/European 
Disease Prevention organization 
and Control (ECDC) 


European Medicines _International/European 
Agency (EMA) organization 


Centers for Disease National organization in USA 
Control and 

Prevention (CDC) 

Food and Drug National organizations in 
Administration (FDA) USA 


“ERCC is the heart of the EU Civil 
Protection Mechanism. It coordinates 
the delivery of assistance to disaster- 
stricken countries, such as relief items, 
expertise, civil protection teams and 
pecialized equipment” (European 
Commission, n.d.-a). 

“ECDC is an EU agency aimed at 
strengthening Europe’s defenses against 
infectious diseases. The core functions 
cover a wide spectrum of activities: 
surveillance, epidemic intelligence, 
response, scientific advice, microbiology, 
preparedness, public health training, 
international relations, health 
communication” (ECDC, n.d.). 

“The mission of the EMA is to foster 
scientific excellence in the evaluation 
and supervision of medicines, for the 
benefit of public and animal health in 
the EU” (EMA, 2018). 

“CDC is the nation’s leading science-based, 
data-driven, service organization that 
protects the public’s health” (CDC, 2022). 
“The Food and Drug Administration is 
responsible for protecting the public 
health by ensuring the safety, efficacy, 
and security of human and veterinary 
drugs, biological products, and medical 
devices; and by ensuring the safety of 
our nation’s food supply, cosmetics, and 
products that emit radiation” (FDA, 2021). 


SOURCE: OWN ELABORATION 
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especially the International Federation of Red Cross and Red Crescent Socie- 
ties or the United Nations Children’s Fund (UNICEF). The WHO and its regional 
branches are the best examples of performing the stewardship function for 
how the system works in general. The last function, ensuring the adequate 
provision of GPGs, is extremely important. Gavi, the Vaccine Alliance, is an 
international organization that performs this function. The institutions often 
cooperate by combining different functions in providing GPG s. In this way, new 
institutional arrangements emerge in the form of partnerships and networks. 
The eradication of smallpox in 1977 is an example of such successful coopera- 
tion, as it was achieved thanks to wHo coordination combined with financing 
from rich countries. Unfortunately, it was not possible to eliminate all diseases, 
such as malaria, although the number of cases and deaths has been consider- 
ably shrinking (Brown et al., 2006). 


5.2 Civil Society Organizations 

In tandem with the international organizations established by governments, 
it is also imperative to recognize the significance of informal international 
organizations, originating from the bottom up, and fostered by the passion and 
dedication of volunteers. They do not use public funds or public infrastructure, 
but they provide the international community with public goods. An exam- 
ple is Global Citizen (https://www.globalcitizen.org), which was set up in 2008 
as a Global Poverty Project in Melbourne, Australia. Its founder, Hugh Evans, 
defined the overall goal of Global Citizen as the ending of extreme poverty by 
2030. This precisely corresponds with the goals of Agenda 2030. Through mass 
volunteer activities, Global Citizen seeks to influence politicians deciding on 
issues such as health, security, and climate, and to raise funds for particular 
causes from individuals, companies, or governments. In the area of health they 
launched campaigns such as COVID-19 vaccinations, polio eradication, “Help 
Raise Awareness about the World’s Most Neglected Diseases.” “Stand up for 
Ukraine” (Global Citizen, 2022a) is an example of a recent fundraising cam- 
paign, in which US $10.1 billion was pledged in new grants and loans to support 
those who have had to flee their homes in Ukraine (Global Citizen, 2022b). It 
very well illustrates the strength when people come together to realize a com- 
mon good across borders. 


5.3 Initiatives Based on Information and Monitoring Systems 

In the case of the current coronavirus pandemic, a quick response and iden- 
tification of potential virus outbreaks are key to the global health concept. To 
achieve these, activities aimed at an early diagnosis and immediate response 
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that are to prevent the spread of communicable diseases have been carried 
out. Numerous online surveillance systems have been developed, which pro- 
cess data in real time using a wide range of technology and data sources so as 
to prevent communicable diseases; the systems are still being expanded and 
monitored (Choi et al., 2016; Lombardo et al., 2003). 

Many organizations worldwide, international, and national, seek to gather 
information on epidemic hazards. Next to traditional data collection, inter- 
net-based disease surveillance programs have been developing in recent 
years. They base on information from various sources, including social media. 
Among the first of such systems was ProMED-mail, which started in the US 
in 1994. Its task was to detect emerging communicable diseases and toxins 
dangerous to humans, animals, and crops, as well as the risks associated with 
their potential use for bioterrorism (Madoff & Woodall, 2005). At the outset, 
ProMED-mail included 40 scientists from seven countries. Its first report pro- 
vide information from an American laboratory on infections with the Sabia 
virus, which caused Brazilian hemorrhagic fever. Information on identified 
disease emergencies was disseminated via electronic mail. The network of 
scientists, medical and veterinary doctors, and institutions affiliated with 
ProMED-mail grew very quickly, which proved the velocity whereby informa- 
tion circulated in the world. In 2020 the system had over 80,000 subscribers 
representing almost every country in the world (Bonilla-Aldana et al., 2020). 
In numerous cases, it was from ProMED-mail members that the wHo learned 
about epidemic hazards. sars became first known to the Western world 
thanks to a report generated by the network on February 10, 2003 (Madoff & 
Woodall, 2005). Systems such as ProMED warn international communities of 
disease cases in the world, and they support communities in identifying new 
epidemic outbreaks. However, they require further formalization. Indeed, as 
suggested by the authors of “Coronavirus Infections Reported by ProMED,” 
reports sent to the system should be standardized for better quality (Bonilla- 
Aldana et al., 2020). 

Monitoring systems are not institutions, but a priceless tool in the hands of 
international and national institutions, enabling globalization of health man- 
agement. They can even be treated as a public good. Next to ProMED-mail, 
other systems for collection and immediate dissemination of health hazard 
data also deserve attention. They include the Canadian GPHIN, GOARN (run 
by the wHo and the UN), the American EpiSimS, Health Map, EpiSPIDER and 
Google Flu Trends, the Japanese BioCaster, Swedish GET WELL, as well as the 
European MedISys and Influenzanet (Choi et al., 2016; Lombardo et al., 2003, 
Velasco et al., 2014). 
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6 Regional Public Goods in Health Care: the European Union 
Experience 


In the European Union, health policy is the responsibility of member states, 
especially in terms of financing and managing health systems. However, it does 
not mean that the EU alone is totally passive in the area of health. 

Analysis of Article 168 of the Treaty on the Functioning of the European 
Union (TFEU) shows that a substantial part of areas where EU institutions 
should be involved concerns ensuring health across borders, i.e., combating, 
warning against, and examining the causes of epidemics. Article 168 is about 
measures in the area of both veterinary and phytosanitary studies to directly 
protect public health. In other words, it concerns problems on which a part of 
the objectives of Agenda 2030 is focused. 

In its activity so far, the European Union has demonstrated health efforts 
from two perspectives: long-term efforts aiming to provide good health to the 
community’s inhabitants and crisis management in health emergencies. 


6.1 Long-Term Health Efforts 

In the first case, the European Union particularly emphasizes preventing non- 
communicable diseases by promoting health. Coupled with prophylactics, 
promotion is of vital importance today because, as shown by the outcome 
of research by McKeown (1973) and McKinlay and McKinlay (1977), medical 
progress affects the average life expectancy to a lesser degree than environ- 
mental factors, also including those that can be labeled lifestyle components 
(Ostrowska, 1999). Whether and how the aspects are attended to determines 
the spending on curative medicine. Depending on the research, the degree to 
which certain habits making up human behavior will affect health is between 
30% and 50% (Espey et al., 2014; McGinnis et al., 2002). Meanwhile, in line 
with literature’s estimates, the influence of medical care in this case is between 
10% and 20% (McGovern, 2014), and according to McGinnis, Williams-Russo, 
and Knickman, the spending of medical service accounts for around 95% of 
total health-care spending (McGinnis et al., 2002). 

Efforts in the area of promotion and prophylactics focus on the introduc- 
tion of regulations (such as Directive 2014/40/EU of the European Parliament 
and of the Council of 3 April 2014, on the approximation of the laws, regu- 
lations, and administrative provisions of the member states on the manufac- 
ture, presentation, and sale of tobacco and related products and repealing 
Directive 2001/37/EC) and the launch of programs to finance the efforts of 
individual member states. They concern education and promotion of healthy 
lifestyles, building infrastructure to foster healthy lifestyles, taking care of the 
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environment, including clean air, water and biodiversity. One of the European 
Commission's priorities for 2019-2024 also fits into this context, namely the 
European Green Deal strategy (European Commission, n.d.-b). 

Other long-term health efforts at the EU level include the establishment 
of institutions at the community level: the European Food Safety Authority 
(EFSA), the European Centre for Disease Prevention and Control (ECDC),! the 
European Medicines Agency (EMA). These institutions, often jointly, pursue 
health efforts. An example is A European “One Health” Action Plan against 
Antimicrobial Resistanc. Statistical data shows how important these initia- 
tives are. In the case of antimicrobial resistance alone, 25,000 deaths yearly 
are recorded in EU countries and the related costs are estimated at €1.5 billion 
(The EU Action Plan against Antimicrobial Resistance). 


6.2 Crisis Management in Health Emergencies 

With regard to analysis of EU activities from the perspective of crisis manage- 
ment in health emergencies it is worth mentioning Strategic Plan 2016-2020 — 
Health & Food Safety, which allows for such objectives as “better preparedness, 
prevention and response to human, animal and plant health threats” (European 
Commission, 2016). 


1 The ECDC is the major monitoring institution for COVID-19. As part of its activities, it pro- 
vides risk assessments to assist member states and the Ec in their response to individual 
pandemic developments. See “ECDC Novel coronavirus” (2020), https://www.ecdc.europa 
.eu/en/novel-coronavirus-china (retrieved on May 16, 2020). The ECDC has drafted numer- 
ous documents, including technical reports, statements, risk assessments, and algorithms 
which relate to, among other things, diagnosing, managing, and preventing the spread of 
COVID-10. See, e.g., “ECDC statement following reported confirmed case of 2019-nCoV in 
Germany,’ https://www.ecdc.europa.eu/en/news-events/ecdc-statement-following-reported 
-confirmed-case-2019-ncov-germany (retrieved on May 16, 2020); “ECDC algorithm for 
management of contacts of probable or confirmed 2019-nCoV cases,” https://www.ecdc 
.europa.eu/en/publications-data/algorithm-management-contacts-probable-or-confirmed 
-2019-ncov-cases (retrieved on May 16, 2020 ); “ECDC Infection prevention and control for 
the care of patients with 2019-nCoV in health-care settings,” https://www.ecdc.europa.eu/en 
/publications-data/infection-prevention-and-control-care-patients-2019-ncov-healthcare 
-settings (retrieved on June 25, 2020); “Public health management of persons having had con- 
tact with novel coronavirus cases in the European Union,” https://www.ecdc.europa.eu/en 
/publications-data/public-health-management-persons-having-had-contact-novel 
-coronavirus-cases (retrieved on May 16, 2020 ); “ECDC Riskassessment: Outbreak of acute respi- 
ratory syndrome associated with a novel coronavirus. China: The first local transmission in the 
EU/EEA - third update,” https://www.ecdc.europa.eu/en/publications-data/risk-assessment 
-outbreak-acute-respiratory-syndrome-associated-novel-1 (retrieved on May 16, 2020). 

2 https://audiovisual.ec.europa.eu/en/video/I-139884?lg=PL (retrieved on May 26, 2020). 
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Decision no. 1082/2013/EU of the European Parliament and of the Coun- 
cil of 22 October 2013, which introduces a crisis management system in the 
case of threats to health in the European Union, was a very important step 
in implementing health safety coordination for EU citizens. This solution is 
based on cooperation and coordinating efforts among member states. The 
abovementioned decision concerns the cooperation of various institutions, 
the activities of which include: transmission of diseases between the human 
and animal worlds, bacterial drug resistance, plant-borne biotoxins, and envi- 
ronmental threats, including climate change. This decision also made it pos- 
sible to place joint orders for medical supplies (e.g., vaccines or medications), 
encouraged knowledge and good practices sharing, and enabled epidemio- 
logical surveillance over a few dozen diseases in Europe. In addition, ad hoc 
monitoring is envisaged for health, environmental, or biotoxin contamina- 
tion hazards. Pursuant to the decision, the EU Health Security Committee 
was set up.? 

The said decision is not the first step to coordinate health hazards in the 
EU. Almost a decade earlier, the Parliament and the Council issued a Regula- 
tion (EC) no. 851/2004 of 21 April 2004 establishing the European Centre for 
Disease Prevention and Control (ECDC). The ECDC has competencies in sur- 
veillance and risk assessment of human health threats from communicable 
diseases and diseases of unknown origin. It is also responsible for the Early 
Warning and Response System (EwRS), which is an internet-based platform 
providing a link between the European Commission, ECDC and public health 
authorities in member states. 

The coronavirus pandemic accelerated the formation of regional health 
management structures, and it strengthened the to-date institutions. During 
the pandemic, institutions such as ECDC and EMA had their scopes of compe- 
tencies broadened. The first one expanded its powers and tasks to include: a 
network of reference laboratories, modern epidemiological surveillance, issu- 
ing recommendations on activities to control epidemic outbreaks, and spe- 
cific response recommendations. In addition, the EwRs was enhanced. The 
EMA was conferred additional powers to monitor and minimize the effects of 


3 Theusc’s tasks are the following: (a) supporting the exchange of information between mem- 
ber states and the Commission on the experience acquired with regard to the implementa- 
tion of this Decision; (b) coordination in liaison with the Commission of the preparedness 
and response planning of the member states in accordance with Article 4; (c) coordination in 
liaison with the Commission of the risk and crisis communication and responses of member 
states to serious cross-border threats to health, in accordance with Article 1 (quoted from 
Decision no. 1082). 


GOVERNING GLOBAL HEALTH BY INTERNATIONAL ORGANIZATIONS 293 


shortages of drugs and medical devices due to serious circumstances, to advise 

on drugs that can be used to treat or diagnose the disease causing an epidemic 

outbreak or to prevent it, to coordinate studies monitoring the effectiveness 
and safety of vaccines, and also to coordinate and advise on clinical trials of 
drugs. In September 2021 the European Commission launched the Health 

Emergency Preparedness and Response Authority (HERA). HERA is to be a 

major pillar of the European Health Union and bridge the gap in the EU health 

emergency response and preparedness system. 

The initiatives and institutions mentioned earlier on in this section bear 
more on regional management of the health of the European Union’s popula- 
tion, with possible benefits for neighboring regions, such as, for instance, the 
European Green Deal. However, both the authorities and the member states of 
the European Union are aware that health management should be perceived 
more broadly and multidimensionally, hence the EU global health policy 
was defined in 2010. It announced working in partnership with all other rel- 
evant organizations and interest groups for global health, in the areas of trade, 
financing, development aid, migration, security, climate change and environ- 
ment action, and research and innovation. 

A breakthrough moment for global health came on May 19, 2022, at a G7 
Development and Health Ministerial meeting, whereby work started on a new 
EU Global Health Strategy. Experts point to a number of reasons why it is 
necessary to introduce an EU Global Health Strategy: 

— The primary reason is the need for an agreed set of principles and pri- 
orities to guide the European Union’s activities and investments in global 
health. 

— To create the conditions for the EU to be represented in external relations 
when deciding on global health. 

— To prepare the conditions for the European Health Union to function. 

— To enable a better understanding of the links between national, regional, 
and global health. 

— The strategy, when adopted, will allow the promotion of European values in 
the global arena, such as universal values of human rights, equity, solidarity, 
and cooperation. 

— It will help build partnerships in health with regions from other parts of the 
world. 

— Global health is a geopolitical issue. 

As health is interlinked with numerous policies, such as, climate, trade, 

security, and social policies, the Global Health Strategy is vital with regards to 

pursuing the goals of Agenda 2030. 
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7 Causes of Hampering the Supply of Global Public Goods for 
Global Health 


In spite of the efforts of existing international institutions (and any other more 

or less formalized organizations) to supply global public goods in health care, 

the results are not spectacular. A lot of work is still required, as well as exten- 
sive funding to global public goods, in order to meet the global health goals of 

Agenda 2030. 

It was the coronavirus pandemic that painfully brought to light the lim- 
ited effectiveness of activities for the health of the international community. 
From the very onset of the pandemic we have observed inequality in access 
to medical supplies and medications, from personal protective equipment to 
vaccines. 

In particular, market failures and the institutional deficits are to blame for 
failed management and supply of global public goods: 

— Market failures appear when players’ optimization decisions do not reach 

the social optimum. In the case of health decisions, market failures are 

connected with externalities, public goods, and information asymmetry. 

They also entail consequences for the present and the future generations. 

When a person decides whether or not to be vaccinated, they focus on 

the benefits and costs while ignoring the positive externalities imposed 

on strangers. 

— Yet another market failure is related to insufficient efforts targeting epide- 
miological surveillance and intelligence. 

— The world’s wealthy countries are more willing to subsidize the fight against 
hazards they may be directly affected by themselves. Hence the worse 
results in providing GPGs with regards to measles, poliomyelitis, and dra- 
cunculiasis. 

— High income elasticity and low price responsiveness of certain medications 
and treatment regimens motivate pharmaceutical companies to concen- 
trate on diseases that are more important for high income countries. 

— The activities of numerous international institutions (formal and informal) 
are not necessarily coordinated, which impedes their effectiveness and 
efficiency on a global scale. 

— The activities of public and private (as well as charity) organizations 
often produce impressive results. However, according to Peacock (2022), 
there are many potential conflicts of interests in the case of public and 
private partnerships that are neither democratically elected nor publicly 
accountable. 
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8 Conclusions 


The sArs-Cov-2 pandemic highlighted the importance of global public goods 
in the area of health, which contributes to the realization of the Sustainable 
Development Goals 2030. The global public goods in health that were pro- 
vided by international institutions during the pandemic included: monitoring 
of virus spread; quarantine requirement and enforcement; development of the 
vaccine and medications; knowledge of how to treat it, what the symptoms 
are, and therapeutic procedures; acquisition and dissemination of knowledge 
on how to protect oneself on a daily basis to avoid infection; acquisition and 
dissemination of knowledge of how to organize hospitals or the health-care 
system; vaccination programs for indigent regions; social campaigns convinc- 
ing member of the public to get vaccinated; joint purchase of medications, 
medical supplies, personal protective equipment, etc. 

Fruitless efforts of certain institutions were also very conspicuous. In the 
initial phase, ineffective action allowed the virus to spread around the world. 
When the pandemic became established, huge deficiencies were disclosed, 
in particular in personal protective and medical equipment (ventilators). As 
a consequence, disparate access to medical technologies, including but not 
limited to vaccinations and therapeutic interventions, has been observed. The 
period of the pandemic has served as a litmus test for the efficacy of global 
and regional institutions, which regrettably, have not all emerged unscathed. 
The roots of this failure, resulting in excess deaths and lasting complications, 
are to be traced back to institution underfinancing, lack of adequate coordina- 
tion, lack of proper preparation for a fast production of, for instance, personal 
protective equipment or vaccines, and nationalism, which was particularly 
noticeable in vaccine redistribution. Sharing intellectual property rights also 
became a problem. 

The year 2022 is a time when the prospect of maintaining global health and 
pursuing the Sustainable Development Goals 2030 seems extremely difficult. 
Events of the past 2 years will have serious consequences, which will require 
international organizations to intensify their efforts to accumulate financial 
sources and step up activities to provide global public goods. 

The war in Ukraine entails a real risk of reduced food supply worldwide. 
This will particularly affect poor countries that need the most support in 
building better living conditions, including the aspect of health. Moreover, 
the war is accompanied by economic sanctions imposed on Russia and Bela- 
rus, which is globally driving energy prices. As already mentioned, it also has 
an adverse effect on global health. Economic sanctions hit both sides of the 
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conflict, hence economic problems are to be expected. Regrettably, they will 
be negatively reflected in the level of accessible funds devoted to global health. 

Economic problems may be aggravated by subsequent COVID-19 lockdowns 
and the related disrupted supply chains (e.g., lockdown of Shanghai, a city of 
24 million people in April 20224). Problems related to the economy and access 
to gas may affect the pace of realization of Goal 7 (Ensure access to afford- 
able, reliable, sustainable and modern energy for all) and Goal 1g (Take urgent 
action to combat climate change and its impacts). 

Each armed conflict causes forced migration, which normally entails a dete- 
rioration of the refugees’ living conditions, and thus their health. According 
to the UNHCR, the number of refugees has been steadily growing for 11 years 
due to persecution, armed conflicts or human rights violation. In mid-2022, 
the number of people fleeing reached 103 million people.” Given the current 
elevated figures and the exponential surge in refugee populations, it will be 
challenging for international and national organizations to realize Target 10.7 
(Facilitate orderly, safe, and responsible migration and mobility of people, 
including through implementation of planned and well-managed migration 
policies). 

It seems that in order to achieve the health-centered goals of Agenda 2030 
it will be necessary to focus maximum efforts on coordinated international 
cooperation to boost effectiveness and efficiency of global public goods provi- 
sion. The world cannot afford to waste any funds due to particular interests, 
fragmentation of efforts, lack of coordination, no success guaranteeing priori- 
ties in place, or failing to conscientiously pursuit them. The situation demands 
that the international community be open to global needs, dialogue, and 
acceptance of compromise, which is normally not satisfactory for all sides. The 
world is facing a difficult task indeed. 
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CHAPTER 14 


Intellectual Property in Light of the wTo, the 
WIPO, the EU, and the OECD 


Ewa Osuch-Rak 


1 Introduction 


When it comes to growth, the economies of both developed and developing 
countries increasingly rely on innovations driven by knowledge, technol- 
ogy, and human creativity, all of which are supported by intellectual prop- 
erty. Unprecedented global challenges reveal certain problems related to the 
absence of adequate and flexible means that would be conducive to an effective 
use of innovation and intellectual property in the context of sustainable devel- 
opment. In some cases, the global system of intellectual property works in a 
manner that is inconsistent with the principle of sustainable development, for 
instance, hindering innovation in agriculture, increasing the cost of producing 
medicine, or promoting the development and sale of “dirty” technology. 
Paradoxically, confronted with widespread disagreement as to the impact 
of intellectual property on sustainable development, the questioning of intel- 
lectual property as a global public good, the challenges of the Fourth Industrial 
Revolution, and an increasingly complex, multilateral intellectual property 
system, international organizations building this system may see their role in 
the process as increasingly important. There is a growing need for coordinat- 
ing different policy areas and activities fragmented and dispersed at local or 
national level, for coordinated financing, providing reliable information and 
data, and strengthening the political will by inducing governments to design 
intellectual property solutions for the purpose of sustainable development. 
The 2030 Agenda for Sustainable Development (Transforming Our World: 
The 2030 Agenda for Sustainable Development), adopted by the United Nations 
(UN) in 2015, provides little guidance on how the Sustainable Development 
Goals (SDGs) set out in the Agenda should be taken into account within the 
international intellectual property system. No direct reference to intellectual 
property is made in the SDGs. Moreover, the Global Indicator Framework for 
the SDGs, which sets specific indicators for each goal, involving various organi- 
zations and agendas in the implementation and measurement of the degree of 
implementation of individual SDGs, does not take into account sDG indicators 
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related to intellectual property, which may be explained by an ambiguous rela- 
tionship between intellectual property and several SDGs, in particular, those 
related to health, education, and food security. 

In the context of new global processes and conditions, rethinking the con- 
text and principles governing the international intellectual property system 
has become urgent, as has the role played within it by international organiza- 
tions. In this chapter we shall analyze the approach of selected international 
organizations that form part of the intellectual property system to the sustain- 
able development agenda, and discuss when and how the spGs became part of 
the policies, agendas, and programs of these organizations. 

The first section presents the importance of intellectual property for innovative 
development and economic growth, highlighting the complex and ambiguous 
nature of these relationships, which makes managing the international intellec- 
tual property regime require special competencies. The second section focuses 
on analyzing the characteristics of knowledge and intellectual property as global 
public goods, and presenting the relationship between them. The third section is 
devoted to an analysis of selected international organizations — the World Trade 
Organization (wTO), the World Intellectual Property Organization (w1Po), the 
European Union (EU), and the Organisation for Economic Co-operation and 
Development (OECD), which form the basis of the architecture of the interna- 
tional intellectual property system. Based on the concept of global public goods, 
an attempt was made to assess the degree to which these organizations imple- 
ment the concept of sustainable development, based on a study of their pro- 
grams and activities. The chapter ends with some conclusions and inferences. 


2 Intellectual Property and its Importance in the Modern World 


According to the definition of the World Intellectual Property Organization 
(wiro), intellectual property is a set of laws relating, inter alia, to literary, 
artistic, and scientific works, interpretations of artistic performances, scien- 
tific discoveries, trademarks, and service marks, as well as other rights result- 
ing from intellectual activity (WIPO, 2004). Intellectual property, therefore, 
includes intangible creations of the human mind, usually expressed in the 
form of material objects. It relates to pieces of information or knowledge that 
are embodied in specific products — goods, but also services. Intellectual prop- 
erty rights, in turn, are the rights held by a person with respect to their intel- 
lectual creation. These rights are to best protect the interests of creators, i.e., 
innovators who have the exclusive right to manage their ideas, including how 
the ideas are used by other people, for example, through paid licensing. 
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Intellectual property — and knowledge that is inextricably linked to it — is 
the most important resource of the modern economy. This is reflected both in 
research on intellectual property rights (IPRs) (e.g., Hanel, 2006; Paasi et al., 
2010; Unger, 2019) and in studies on innovation based on the latest economic 
data. For example, surveys conducted by the European Patent Office (EPO) 
and the European Union Intellectual Property Office (EUIPO) showed that, 
in 2014-2016, industries that make an intensive use of intellectual property 
(1P) contributed to the creation of 29.2% of jobs within the European Union 
(EUIPO, 2019). These industries stimulate economic growth, as over 42% of 
the EU’s GDP is generated by 1p-intensive industries. 1P ownership is also an 
important element of commercial transactions. The relationship between 
IPRs, trade, and sustainable development is discussed in detail in Chapter 6 
In 2016, trade in goods and services from IP-intensive industries represented as 
much as 80% of EU imports and 82% of EU exports (EUIPO, 2019). 

The role of 1P in developing economies is also growing, China being the most 
striking example of this phenomenon. According to Global Innovation Index 
data, China is consistently strengthening is position among the world’s most 
innovative economies; in 2021 it ranked 4th globally (wrPo, 2021). Importantly, 
the share of income generated in China from intellectual property organiza- 
tions has been rising: in this respect, China ranked 76th in 2015 and 36th in 
2021 (Cornell University et al., 2015; WIPO 2021). China has also recorded a sig- 
nificant increase in the value of PCT patents, moving from 27th place (globally) 
in 2015 to 13th in 2021 (Cornell University et al., 2015; WIPO, 2021). The country 
has become an innovation leader among middle-income economies and one 
that actively uses and generates IP; at present, around 13% of the Chinese GDP 
is generated by patent-intensive industries. 

However, relationships between the processes of knowledge generation, 
intellectual property protection, innovations, and economic and social devel- 
opment remain ambiguous. The role of intellectual property rights has been 
amply discussed in literature. Arrow, one of the precursors of the economy of 
innovation, saw intellectual property rights as a key factor driving research and 
development, innovation, and economic growth (Arrow, 1962). He agreed with 
Machlup, who claimed that a time-limited monopoly favors an increase in the 
number of registered intellectual property rights, allowing more inventions to 
become commercially applicable (Machlup, 1961). When analyzing the impact 
of patents on research and development, as well as on economic growth, Eaton 
and Kortum (1999) argued that lifting patent protection would both reduce 
investment in research and development, and hinder economic growth. In 
their empirical study, Arora, Ceccagnoli, and Cohen (2008) proved that pat- 
ents are an important incentive for research and development, even though 
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the majority of innovations are never patented and an average patent does not 
provide the owner with a financial bonus in any of the surveyed industries, 
with the exception of the medical devices sector. Bielig (2015), in turn, esti- 
mated the economic effect of the four main categories of intellectual property 
rights and, using the linear regression model, showed that intellectual prop- 
erty rights had had a positive impact on the German economy. 

However, intellectual property rights can also prove an important obstacle 
to research and development, as well as innovation. For example, Grossman 
and Helpman (1991), who in their research referred directly to the concept of 
knowledge as a public good, claimed that a strong protection of intellectual 
property rights limits the possibility of observing and analyzing competing 
solutions (spillover effects), which, in turn, has a negative effect on innova- 
tion and economic growth. Hall and Harhoff (2012) explained that although 
patent rights create incentives for research and development, they also make 
it difficult to pool new ideas and inventions; what is more, they increase trans- 
action costs. Similar trends have also been found in relation to other forms of 
intellectual property (Landes & Posner, 2003). In developing economies, the 
direct impact of intellectual property on economic growth depends on many 
factors, including per capita income, research and development potential, 
institutional efficiency, or human capital (Maskus, 2000; Forero-Pineda, 2006; 
Chu et al., 2014; Mehlig Sweet & Eterovic Maggio, 2015). 

Thus, a higher level of intellectual property protection may have both posi- 
tive and negative effects on the level of innovation and economic growth. 
Intellectual property rights have specific economic and social consequences, 
and may be more or less significant depending on the industry, state of the 
technology, or geographic region. For example, patents are of key importance 
for certain sectors of the manufacturing industry, including the pharmaceu- 
tical, chemical, and electronic industry; copyright is the primary protection 
instrument for audiovisual and literary works; trademarks are paramount for 
industries where brand value provides an important competitive advantage. 

Intellectual property systems affect, inter alia, technological progress by 
affording certain mechanisms to deal with infringement, piracy, and the unau- 
thorized use of intellectual property; in addition, they provide information to 
society, since all forms of intellectual property, except trade secrets, are made 
public. Nevertheless, it is emphasized that both the creation of innovation and 
economic and social development can take place without the protection of 
intellectual property rights (e.g., Cozzi, 2009; Stiglitz, 2008). In this respect, 
Stiglitz stresses the importance of basic research, of academia and public 
R&D-funding institutions, as well as the role of the open source movement, in 
particular with regard to software (Stiglitz, 2008). 
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Knowledge may be one of the most illustrative examples of a public good 
(Arrow, 1962; International Task Force on Global Public Goods, 2006; Stiglitz, 
2008). Once produced, it can be shared and used by many people at the same 
time, and its creators are limited in their attempts to maintain exclusive own- 
ership over it. For example, while knowledge about the production of rayon 
(a type of artificial fiber) was protected by a patent, other inventors used it to 
develop alternative synthetic fibers (Stiglitz, 1999). The production of knowl- 
edge, just as the production of other public goods, involves great costs, borne 
mainly by governments; however, knowledge can be disseminated at very 
low marginal costs, and in certain cases even at zero marginal cost (Stiglitz, 
2008). In addition, knowledge, just as other public goods, generates a num- 
ber of significant externalities; these are social and public benefits (Ndofirepi 
& Cross, 2017), including, inter alia, effects in the area of education or tech- 
nological progress that contribute to the general development of civilization. 
Knowledge, therefore, inspires and stimulates the material, social, and cultural 
progress of humanity. 

Knowledge is not only a national, but also a global public good. With accel- 
erating globalization processes, the dynamic development of information 
and communication technology (IcT), the increasing mobility of people, as 
well as unprecedented changes to the work environment, e.g., triggered by 
the COVID-19 pandemic (e.g., remote and hybrid work, cooperation of global 
virtual teams), knowledge and information now flow between people, com- 
panies, countries, and continents with almost no impediments. Undoubtedly, 
certain types of knowledge are deeply rooted in a specific place or cultural 
context (e.g., traditional knowledge), but scientific and technological knowl- 
edge functions irrespectively of national boundaries or geographic conditions. 
It can also be easily disseminated on a global scale. This process is supported 
by the global scientific community, which, through the use of electronic com- 
munication channels, integrates dispersed groups, helps to establish bonds, 
and creates communities around various concepts and issues. 

Knowledge as a global public good has yet another important feature: to 
effectively use knowledge, potential users must first invest their time and 
financial resources in assimilating and adapting it. Consequently, there is less 
freedom in the process of acquiring and using knowledge than in the case of 
other public goods (Przybylska, 2019). It also has important implications for 
policies implemented at the national or global level. Catching up on devel- 
opment requires the implementation of active learning policies, as well as 
building knowledge absorption and innovation capacities within society. 
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Knowledge is an example of a global public good of a mixed nature: it implies 
the absence of rivalry in consumption, but its excludability is an artificial con- 
struction reflected in intellectual property rights (Archibugi & Filippetti, 2015). 
The argument underlying public policy intervention aimed at limiting the use 
of knowledge is that without it the market economy could not protect pri- 
vate entities (Breitwieser & Foster, 2012). Consequently, these entities would 
not be sufficiently incentivized to undertake long-term, capital-intensive and 
risky investments in research, development, and innovation, which are nowa- 
days commonly regarded as the main sources of sustainable socioeconomic 
development. Thus, intellectual property rights and their systems represent an 
institutional solution offered by both national governments and international 
organizations in the hope of solving the key problem of the insufficient pro- 
duction of public goods (Archibugi & Filippetti, 2015). 


4 Knowledge and Intellectual Property Management by Selected 
International Organizations (WTO, WIPO, EU, and OECD) and 
Sustainable Development 


The role of international organizations in the management of intellectual prop- 
erty and knowledge is multidimensional. The most important organizations 
in the global intellectual property system are the World Trade Organization 
(wTo) and the World Intellectual Property Organization (w1Po ); the European 
Union (EU) and the Organisation for Economic Co-operation and Develop- 
ment (OECD) also play an important role in the process. 


4.1 World Trade Organization (wTO) 
The World Trade Organization (wTO) administers and implements trade 
agreements that incorporate intellectual property rights into the global trading 
system. The 1995 Agreement on Trade-Related Aspects of Intellectual Property 
Rights (TRIPS) is the most comprehensive multilateral agreement on intellec- 
tual property rights to date. TRIPS is the first wTO agreement that requires 
members of this organization to implement a set of legal norms and proce- 
dures into national law in order to enforce them more effectively and ensure 
that the minimum standards of intellectual property protection, guaranteed by 
the Agreement, are respected. As indicated in Chapter 6, the shape of the wro 
regulations has a profound impact on sustainable development of the world. 
TRIPS has introduced many changes to the global system of IPRs, includ- 
ing the principle of minimum protection, which means that any agreement 
negotiated subsequently may only introduce a higher standard of intellectual 
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property protection (the so-called TRIps-plus), or the dispute resolution 
mechanism in which each WTO member country has the right to bring a case 
before a specially appointed committee of independent experts. 

The wTo perceives its role as key in the process of implementation of the 
SDGS: 


[T]he wTo is central to achieving the 2030 Agenda for Sustainable Devel- 
opment and its Sustainable Development Goals (SDGs), which set targets 
to be achieved by 2030 in areas such as poverty reduction, health, edu- 
cation and the environment. The sDGs put significant emphasis on the 
role of trade in promoting sustainable development, and recognize the 
contribution that the wTO can make to the 2030 Agenda. (WTO, 2018) 


The implementation of the concept of sustainable development in the wro 
system takes place on three levels: first, the principles and rules of the wro; 
second, special programs and initiatives; third, multilateral negotiations for 
trade liberalization, known as negotiation rounds (Zajaczkowski, 2016). 


411 Principles and Rules 

The general objectives and principles of TRIPS are reflected in the preamble to 
the Agreement, which states that by establishing them, member states strive to 
minimize distortions and impediments to international trade, to promote effec- 
tive and adequate protection of intellectual property rights, and to ensure that 
such measures and procedures to enforce intellectual property rights do not 
become barriers to legitimate trade (WTO, 2005, Preamble). The preamble com- 
pletes the provisions of Article 7 of the Agreement, stating that its purpose is “the 
protection and enforcement of intellectual property rights,” except in a man- 
ner that does not restrict trade, but contributes to the promotion of technical 
innovation and to “the transfer and dissemination of technology, to the mutual 
advantage of producers and users of technical knowledge, and in a manner con- 
ducive to social and economic welfare and to a balance of rights and obligations” 
(WTO, 2005, Article 7). No direct reference is made to the concept of sustain- 
able development in the Agreement, while the absence of trade restrictions, the 
development and promotion of technology, and their transfer being conducive 
to social and economic welfare seem to tally primarily with the assumptions of 
two of the three dimensions of sustainability, namely economic and social order. 


4.1.2 Special Programs 
Within the wTo system, sustainable development appears most often in the 
context of developing and least developed countries (LDCs). The best way to 
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attain the goal of sustainable development of these countries is to integrate 
them more fully into the international trading system, including the intel- 
lectual property system. Agreement initiators believed that the imposition of 
temporary monopolies under private intellectual property rights would bring 
broad benefits to society and encourage foreign direct investment, technology 
transfer, and licensing, and that it would foster the dissemination of knowl- 
edge to developing countries. 

However, the TRIPS Agreement was received with widespread criticism 
due to its potentially negative impact on development (Chang, 2001; Kumar, 
2003; McCalman, 2005). Among many reasons is the fact that the rules intro- 
duced by TRIPS hinder access to drugs necessary to curb the spread of AIDS 
and other epidemics in developing countries, and also increase their cost. 
Furthermore, the Agreement does not protect traditional knowledge, which 
is a fundamental resource of many developing countries and plays an impor- 
tant role in the global economy (Dutfield, 2001). The TRIPS Agreement was 
only amended in 2017; this change was significant, first of all, from the point of 
view of health protection. The protocol adopted then by two-thirds of the wro 
members introduced additional possibilities of granting compulsory licenses 
to produce medicine intended for export; as a result, non-patent-holding com- 
panies could manufacture and sell equivalents of patent-protected medicine 
in the event of a public health emergency in the importing country. 

Additional initiatives taken by the wTo in an attempt to improve intel- 
lectual property standards involve, for example, the protection of traditional 
knowledge, which is often applied in various sectors of the economy, such as 
the pharmaceutical industry, cosmetology, or agriculture, as well as forestry or 
biodiversity management. 

In 2017, relationships between intellectual property and the public 
interest were first taken into account by the wTo TRIPS Council. This largely 
contributed to the general understanding of knowledge and intellectual prop- 
erty as a global public good. Members of the TRIPS Council discussed, inter 
alia, such new matters as micro, small, and medium-sized enterprises, tech- 
nology partnerships between universities and industries, regional models of 
innovation, including those supporting the fight against certain communica- 
ble diseases, as well as the practical protection of public interest under com- 
petition policies. In 2022 the TRIPS Council adopted a stance to intellectual 
property in the context of the CoviD-19 pandemic, outlining practical ways 
to clarify, streamline, and simplify procedures so that governments can, under 
certain conditions, waive patent rights to diversify the production of COVID-19 
vaccines (WTO, 2022). 
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4.1.3 Multilateral Negotiations 

The implementation of the concept of sustainable development by the wro 
is also reflected in negotiation rounds conducted by the organization. In 2001 
a round of multilateral trade negotiations was launched in Doha; this “devel- 
opment round” was aimed at further liberalizing world trade, with particular 
emphasis on the interests of developing countries. Its goal was to adopt rules 
that would advance the interests of developing countries and allow them to 
join the multilateral trading system under the auspices of the wTO to a greater 
extent than any existing agreements had ever done. The negotiating round has 
remained in a deadlock since 2008. To overcome the impasse, a new approach 
is being called for, taking into account both major changes in the level of devel- 
opment of individual countries, and the new complexity and divergence of 
interests within the three pillars of the wTo, with some developing countries 
becoming the main trade partners and competitors of developed countries. 


4.1.4 Assessment 

Intellectual property, as a key resource, should be instrumental in the attain- 
ment of the spGs. Although indirectly and through numerous references to 
common values and fundamental human rights, this concept formed part 
of the TRIPS Agreement from the very beginning. However, facing dynamic 
changes and the need not only to redirect the trajectory of economic and 
social development onto a path of sustainability, but also create a systemic 
capacity for transformation that will allow for a dynamic response to unprec- 
edented global and national phenomena, it is necessary to closely link the 
goals and tasks of the wTO regarding intellectual property rights with the SDGs 
and ensure that the system meets sustainable development priorities, while 
strengthening the position of developing countries within the system. Meas- 
ures taken by the wTo over the past few years denote that the organization is 
becoming increasingly aware of the complex relationship between intellectual 
property law and sustainable development, but also that it is more capable 
than ever of working out specific solutions. 


4.2 World Intellectual Property Organization (WIPO) 

WIPO is a specialized agency of the United Nations (UN) established in 
1974 and endowed with a mandate to act in accordance with the objectives 
of many other UN bodies and agencies dealing with innovation, intellectual 
property, and development. Under the Agreement concluded between the 
United Nations and wiPo, the latter has been empowered to act, inter alia, 
by concluding treaties and agreements aimed at the protection of intellectual 
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property and at facilitating the transfer of industrial property technologies to 
developing countries with a view to accelerating economic, social, and cultural 
development. 


4.2.1 Content and Development 

The pillars of w1Po’s activities include, in particular, actions aimed at consoli- 
dating rules and principles within a sustainable intellectual property system, 
as well as those designed to promote innovation and creativity, and to bolster 
infrastructure in order to provide highest quality services and facilitate access 
to patent information from databases throughout the world; equally important 
is capacity building through training targeted at all users of the intellectual 
property system (e.g, decision-makers, lecturers, creators, or inventors). 
The scope of wIPo’s activity is, therefore, broad and comprehensive, and it 
includes the creation and administration of intellectual property treaties (at 
present, there are 26 international treaties), stimulating the development of 
intellectual property protection through creating partnerships and cooperat- 
ing with developed and developing countries in the management of IP systems, 
or providing infrastructure for 1P protection, as well as reliable knowledge and 
information to the users of the IP system. 

In assessing its potential and real contribution to the achievement of the 
SDGs, WIPO focuses primarily on sDG 9: “Innovation, industry, infrastructure,” 
declaring that innovation is at the heart of its mission, with spG 9 being 
the most relevant (WIPO, 2019, p. 2): 


Of all the spGs, Goal g is most closely aligned with wrpo’s mission, 
which is to lead the development of a balanced and effective interna- 
tional intellectual property (1P) system that enables innovation and crea- 
tivity for the benefit of all. Innovation is also essential in achieving SDG 
2 (zero hunger), SDG 3 (good health and well-being), spc 6 (clean water 
and sanitation), SDG 7 (affordable and clean energy), SDG 8 (decent work 
and economic growth), SDG u (sustainable cities and communities), and 
SDG 13 (climate change). In a wider policy setting, innovation can also 
assist in achieving SDG 1 (no poverty), SDG 8 (decent work and economic 
growth), SDG 14 (life below water), and sDG 15 (life on land). Other SDGs 
are also achievable within an innovation policy framework, notably SDG 
5 (gender equality), SDG 8 (decent work and economic growth), SDG 10 
(reduced inequalities), and SDG 12 (responsible consumption and pro- 
duction). (WIPO, 2019, p. 2) 


The adoption of the Development Agenda in 2007, including 45 recommenda- 
tions grouped into six thematic clusters, and the establishment of the Committee 
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on Development and Intellectual Property (CDIP) was a breakthrough in wIPo’s 
measures for sustainable development. Effective implementation of this Agenda 
is a priority and a major component of wIPO’s assistance provided to member 
states with a view to attaining the spGs. A wide range of reforms was initiated 
by the Agenda, aiming to transform WIPO, to redirect it towards growth and to 
change the way it is managed, creates policies, and provides technical assistance 
(Lerner, 2008). The Agenda was regarded as affording an unprecedented oppor- 
tunity, in particular for developing countries and public interest organizations, 
to place the interaction between 1P and different aspects of development at the 
very heart of the intellectual property debate. However, it has also been the sub- 
ject of severe criticism, inter alia, for its failure to take into account public health 
issues, even though access to medicine in developing countries is a major driver 
of the development process (Lerner, 2008). 

Copyright, which is within the area of w1PO’s competence, is fundamentally 
related to education and R&D, as well as to incentives to create and dissemi- 
nate educational materials and intellectual works (Chon, 2006). Copyright law 
may prevent access to educational material, especially in developing countries 
(Chon, 2006). As a solution to this problem, free and open access to copy- 
righted works has been proposed, as well as compulsory licensing (Chan et al., 
2011; Willinsky, 2006). The w1PO Copyright Treaty (2002), concluded under the 
auspices of this organization, applies to copyright in the digital environment. 

Two new WIPO treaties entered into force in 2020: the Beijing Treaty on 
Audiovisual Performances and the Geneva Act of the Lisbon Agreement on 
Appellations of Origin and Geographical Indications. The latter is of particular 
importance, as greater protection of geographical indications contributes to 
the advancement of developing countries (Chabrol et al., 2017). In addition, 
they also have numerous traits, typical of public goods, that affect local 
sustainable development in the economic, social, and environmental dimen- 
sion (Belletti et al., 2017). 

Since 2013 WIPO has been implementing the w1po Green program in order 
to promote and disseminate green technology through connecting entities 
interested in new technology and suppliers thereof. As part of this initiative, 
an electronic platform was launched to integrate patent data and green tech- 
nology offered by businesses, including small and medium-sized enterprises. 
WIPO sees its role as much broader. The overriding goal of the organization is 
to contribute to the implementation of the spGs by supporting innovation, 
disseminating green technology and ensuring that intellectual property con- 
tributes to a greater extent to solving the most urgent global challenges, such 
as climate change, health, and food security. 

In 2021 WIPO adopted a new strategy, i.e., the Medium-Term Strategic Plan 
for 2022-2026, based on four pillars closely related to the spGs. Following the 
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Development Agenda, this is another milestone on wIPo’s path towards trans- 
forming itself into a sustainable development — oriented organization. 


4.2.2 Assessment 

Despite close links between intellectual property and the spGs within the 
WIPO system (Rimmer, 2018), the organization perceives its role in attaining 
them rather narrowly, i.e., primarily in terms of its contribution to the achieve- 
ment of SDG 9: “Industry, innovation and infrastructure,” and, in particular, 
with a focus on supporting innovation. WIPO sees itself as an organization 
that promotes innovation. On the other hand, w1Po documents do not refer to 
intellectual property as a potential source of inequality and a factor that slows 
down the process of attaining the spGs. 


4.3 The European Union (EU) 

The concept of sustainable development is an overriding political priority of 
the European Commission led by Commissioner Von der Leyen. Its political 
guidelines for 2021-2024 set out its six overriding targets for Europe, closely 
related to the UN’s spGs (Von der Leyen, 2019). The key elements of the new, 
comprehensive approach of the European Commission to the implementation 
of the 2030 Agenda include the adoption of policies that have a great trans- 
formative potential, such as the “European Green Deal,” aimed at transform- 
ing the EU into a modern, resource-efficient, and competitive economy, or the 
EU’s digital transformation strategy adopted in 2020 in the document entitled 
Shaping Europe’s Digital Future. 


4.3.1 Content and Development 

These programs set ambitious goals for the EU and its member states. They 
also define the directions and the pace of action in the years to come. However, 
their attainment depends on innovations — mainly industrial, but also digital. 
Their importance is emphasized in the “New Industrial Strategy for Europe” 
updated in 2021. In the latter document, which is a response to the challenges 
posed by the covip-19 pandemic, the European Commission emphasizes 
the importance of a double transformation — ecological and digital — for 
sustainable competitiveness. In the new multiannual financial framework for 
2021-2027, the EU is to allocate over €150 billion to research and innovation, 
digital transformation, strategic infrastructure, and the single market (Gabriel, 
2021). The latest budget of the Horizon Europe program, the most important 
research and innovation funding program in the EU, was increased by as much 
as 30 percent compared to the previous budget, now standing at over €95 
billion (Gabriel, 2021). 


INTELLECTUAL PROPERTY 313 


The EU’s intellectual property policy is designed to support the attainment 
of overarching goals, but is also an important instrument in building tech- 
nological sovereignty in Europe and is closely related to EU policy regarding 
small and medium-sized enterprises. Given the important economic role of 
intellectual property, in 2020 the European Commission published an action 
plan for the development of intellectual property protection in Europe entitled 
“Making the Most of the EU’s Innovative Potential — An Intellectual Property 
Action Plan to Support the EU’s Recovery and Resilience.” The main objec- 
tive is to help enterprises, in particular small and medium-sized enterprises 
(SMEs), to make the best use of their intellectual property, and to provide them 
with benefits that will also affect the entire European society and economy. 

The intellectual property system in the EU is governed by international and 
national law, but also by European legal acts. Since 2009, i.e., since the entry 
into force of the Treaty on the Functioning of the European Union (TFEU), the 
EU has been endowed with certain powers in the field of intellectual property 
rights (Article 18). Article 18 of the TFEU states that in the context of the estab- 
lishment and functioning of the internal market, the European Parliament and 
the Council shall establish measures for the creation of European intellectual 
property rights to provide uniform protection of intellectual property rights 
throughout the Union, as well as for the setting up of centralized Union-wide 
authorization, coordination, and supervision arrangements. Legislative meas- 
ures taken by the European Union mainly consist of harmonizing certain 
aspects of intellectual property rights within its own system, for instance, in 
relation to the EU trademark or design, and in the future also in relation to 
patents. As early as in 1975 the EU Council stated: “[T]he creation of such a 
Community patent system is [...] inseparable from the attainment of the 
[internal market] objectives of the Treaty” (De Lange, 2021, p. 1079). Over the 
past 50 years, significant progress has been made in terms of EU trade harmo- 
nization within the internal market. However, one of the main constraints for 
further integration and attaining by the EU the position of the world’s most 
competitive economy is precisely the lack of progress in the integration of the 
European patent system, compared to the overall harmonization of the inter- 
nal market (De Lange, 2021). 


4.3.2 Assessment 

The European Union, which has placed both sustainable development and 
intellectual property (and, more broadly, innovation and technology) at the 
heart of its policy and activity, has been focusing mainly on strengthening its 
internal market and building technological sovereignty and an innovation- 
based competitive advantage. Despite, for instance, being the world’s largest 
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donor of development aid, intellectual property and its transfer have yet to be 
granted a place commensurate with their importance in the strategic docu- 
ments of this organization. 


4.4 Organisation for Economic Co-operation and Development (OECD) 
The OECD is an intergovernmental organization and an association of the 
world’s 30 most developed countries. Its primary goal is to promote policy 
focused on achieving highest levels of sustainable economic growth and 
employment, as well as rising standards of living in member countries, while 
maintaining financial stability, and thus to contribute to “sound economic 
expansion” in member as well as non-member countries in the process of eco- 
nomic development. Achieving these goals is based on working together for 
balanced economic development, as well as to contribute to the expansion of 
world trade on a multilateral and non-discriminatory basis in accordance with 
international obligations. 


4.4.1 Content and Development 

In 2021 the OECD set a policy stance based on a new narrative on economic 

growth that is to improve the well-being of societies, in line with the 2030 

Agenda and its 17 Goals. The new policy is based on three overreaching 

priorities: 

— Combining growth and economic efficiency with inclusiveness, resilience 
and sustainability goals in the OECD’s advisory activity aimed at a strong 
and rapid recovery 

— Helping governments build a strong social contract with current and future 
generations aimed at reducing inequalities in education, health care, infra- 
structure, and exposure to environmental threats 

— Adopting a long-term approach to challenges related to climate change, 
biodiversity loss and environmental degradation, including, inter alia, trans- 
forming production and consumption patterns in order to avoid the worst 
consequences of impending environmental crises (OECD, 2021) 

The OECD does not have many instruments of so-called hard power, such as 

economic sanctions, financial penalties, financial aid programs (such as those 

implemented by the EU), development aid programs (such as those of the 

World Bank), or structural adjustment programs (such as those of the IMF). 

The organization does, however, have soft power, creating the most important 

ideas and concepts used in numerous public policies, in particular in areas 

related to economic and social policy. In addition, the OECD shapes political 
discourse by shaping the views of the most important political leaders, eco- 
nomic decision-makers, and public opinion (Martens & Jakobi, 2010). The 
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OECD, therefore, supports governments and other organizations in delivering 
a wide variety of public goods, and is itself an active participant in the deliv- 
ery of global public goods. This includes generating, legitimizing, and diffusing 
economic ideas and economic policies; creating an analytical framework, sur- 
veys and evaluations; and coordination and harmonization through the use of 
peer pressure methods and the principles of “naming and shaming” of individ- 
ual practices and countries. The OECD is also a standard-setting organization. 

The OECD isa pioneer in the field of innovation research. In 1992 it published 
the Oslo Manual, which is a standard international textbook of methodology 
for statistical research on innovative activities. Every 2 years it also publishes 
a report entitled The OECD Science, Technology and Innovation Outlook, which 
includes guidance for policymakers and analysts on the most important trends 
in science. Such sources of knowledge as databases, reports, and substantive 
support provided by the OECD can be perceived as important tools of interna- 
tional management (Erkkilä & Piironen, 2014). 

Education is seen as a driver of growth and the OECD is committed to 
improving the quality, equality, efficiency, and effectiveness of education sys- 
tems in its member states. The emphasis on generating human capital has 
become a cornerstone of the OECD’s educational framework. Education is a 
key factor in creating human capital, which in turn has a positive effect on eco- 
nomic growth, employment prospects, health, and community involvement. 


4.4.2 Assessment 

Sustainable development and intellectual property are at the heart of the 
OECD's strategy and activities. This organization plays an important role in the 
coordination of international policy, which, in the face of global challenges, 
has significantly increased the demand for internationally oriented knowl- 
edge. The OECD has also assumed a key role in managing IP-based policies, in 
particular the innovation and education policy. 


5 Conclusions 


The international intellectual property system is complex and dichotomous 
in nature and creates tensions that can be eliminated through appropriate 
management. This involves, on the one hand, the need to constantly stimu- 
late technological progress by maintaining an adequate level of 1P protection 
and, on the other, the need to create appropriate conditions for the diffusion of 
innovation and technology transfer. Knowledge and technology transfer is of 
particular importance for developing economies. It requires the involvement 
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of stakeholders at all levels: global, national, and local. In the case of global 
public goods, although the implementation of many decisions must take place 
at the national and regional level, strong international cooperation is necessary 
for setting priorities, defining and sharing responsibilities and competences 
of developed and developing countries, concluding binding agreements, and 
deciding on funding and law enforcement mechanisms. 

Knowledge as a global public good plays an increasingly important role in 
the implementation of the concept of sustainable development. It generates 
externalities that extend beyond national borders, involving numerous social 
groups among both present and future generations. The use of new knowledge 
often requires taking additional action related to the strategy of active learning, 
or increasing the absorption capacity of enterprises, which in turn involves a 
greater number of beneficiary stakeholders and causes permanent changes in 
the global innovation system. Intellectual property may amplify these positive 
development effects, but on the condition that the negative effects of intel- 
lectual property agreements, for example, those that favor entities from highly 
developed countries or create privileged conditions for the development of 
selected sectors of the economy, are eliminated. 

Here, we ought to mention the role of international organizations that cre- 
ate global programs and strategies of action, set new directions for govern- 
ments and other international entities, establish common rules and principles 
of conduct, and disseminate innovative ideas and knowledge. Organizations 
such as the WTO, WIPO, EU, and OECD provide the architectural framework for 
the international intellectual property system. This analysis suggests a gradual 
shift of priorities towards the spGs, which finds confirmation in the strate- 
gic documents of all of the above organizations. The intellectual property sys- 
tem is related to a wide range of sustainable development matters, including 
health, climate, and education. International organizations incorporate them 
in their activities to varying degrees. For example, the wTo (trade, health) and 
OECD (education) tend to specialize in selected areas, while the approach of 
WIPO is rather comprehensive. Furthermore, these organizations also exert 
diverse degrees of power through different instruments; for example, the wTO 
may impose sanctions for failure to comply with agreement terms, while the 
OECD only has soft power. There are also differences in the scope of impact. 
While the EU treats intellectual property rules as an instrument for deepen- 
ing integration and building the EU’s competitive advantage internationally, 
WIPO and the OECD focus on promoting the idea of intellectual property on a 
global scale. 

As international organizations are established by states to solve their shared 
problems, they also strive to build knowledge that can be used for general 
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purposes: they establish and maintain common norms and standards, provide 
reliable and up-to-date data, transfer knowledge and technical competences, 
and create and support research centers. For example, the European Union 
has established several international centers affiliated with the Joint Research 
Centre (JRC) in research areas where the costs and risks of research are par- 
ticularly high, e.g., energy and transport, food and health, as well as data and 
digital transformation. Numerous research centers have been established 
by the United Nations University or under the auspices of specialized UN 
agencies. In this way, international organizations are directly involved in the 
process of creating knowledge, which is a global public good. 

The general image of sustainable development and intellectual property 
conveyed in the discourse of the above international organizations is positive. 
It is important that international intellectual property system organizations 
analyze the SDGs as a whole, taking into account both the benefits and costs of 
intellectual property and its system for economies and societies. Only then will 
the strategies and activities of these organizations respond more dynamically 
to the actual needs of all entities within the system. 
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PART 6 


Digital Transformation and Smart Settlements as a 
New Paradigm of Strategic Sustainable Development 


CHAPTER 15 


Digital Transformation Processes in Society and 
the Economy: The Role of the International Labour 
Organization and the European Union 


Matgorzata Dziembata and Mirela Marcut 


1 Introduction 


Technological development is a key process fueling changes in society and the 
economy. The Fourth Industrial Revolution is not only a continuation of the 
previous transformation processes brought about by technological develop- 
ment. For instance, production was automated in the Third Industrial Revolu- 
tion with the power of computers and electronics, but the world maintained 
the same social relations and policies as before. In comparison, according to 
Klaus Schwab, the Fourth Industrial Revolution is different from three points 
of view, namely its speed, its breadth, and its overall impact (World Economic 
Forum, 2015). The overreaching impact of these transformations goes beyond 
the production process; they extend into the management, the work structure 
itself, and into the basic fabric of society. The sharing economy, the platform 
economy, as well as business models derived from the collection of data and 
automation, reshape industrial relations and challenge jobs. In this sense, 
these changes may be extensive, but they are not entirely positive. 

Additionally, they require a concerted approach, which is difficult to attain. 
States have different interests and may enact different public policies to help 
mitigate the difficulties and to foster technological development. Therefore 
international organizations, due to their scope and activity, could address the 
challenges related to digitalization via the provision of global public goods 
(GPGs). Sustainable Development Goal (spG) 9, entitled “Build resilient 
infrastructure, promote inclusive and sustainable industrialization and foster 
innovation,” also focuses on the provision of GpGs. Within this goal eight tar- 
gets were specified (United Nations, n.d.). The international organizations by 
providing GPGs respond to this development goal and enable their member 
countries to cope with the challenges related to digitalization which are of 
multidimensional nature. 

The purpose of this chapter is to investigate the role of international organi- 
zations in influencing and channeling the processes of transformation in 
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society and the economy brought about by digitalization. Focus is both on the 
International Labour Organization (ILO), as a global organization that can 
help set standards, and on the European Union (EU), as a regional integra- 
tion project that helps negotiate legislation between member states and one 
that scan influence other jurisdictions as well in the so-called “Brussels Effect” 
(Bradford, 2020). The chapter is structured along three main sections. The 
first section deals with a theoretical analysis of digitalization and its effects 
in society and the economy. The second section is conceptual and focuses on 
challenges to labor, education, and skills. Finally, the third section is an empiri- 
cal analysis into the roles of the two international organizations, namely the 
ILO and the EU. 


2 Theoretical Framework 


This section provides a theoretical framework for the empirical analysis on the 
role of international organizations in the digitalization processes in society 
and the economy. It starts from a simple question to establish a clear concep- 
tual framework: Do we discuss digitization, digitalization, or digital transfor- 
mation? Then, it ties digital transformation with automation, so that it can 
specify the challenges with which society and the economy are confronted. 

The discussion regarding digital transformation is founded on the concept 
of the Fourth Industrial Revolution or Industry 4.0. It refers to a change in the 
production system, not only in the sense that technology is upgraded, but that 
“real and virtual” systems work together without too much human supervi- 
sion (World Economic Forum, 2015). These are called cyber-physical systems, 
as they blend data and technology with machines. The Fourth Industrial Revo- 
lution is not a revolution of the machines; it is the result of decisions made 
by the people developing the technology guided by the purposes they aim to 
achieve (DeNardis, 2020). Productivity increase is one such purpose. There 
is an intertwining between the designers of these technologies and govern- 
ments, which aim to deploy resources to help boost these gains. At the same 
time, these governments must also take into consideration another side of this 
effort, namely, the unavoidable changes in labor and education. Considering 
this, we should not only talk about digitalization, but also about digital trans- 
formation, because the digital systems blend with the physical objects. Hence, 
actions do not take place only in the digital sphere. 

Digitization, digitalization, and digital transformation are catch-all terms 
that have gained attention in public discourse in recent years. In the EU, the cur- 
rent digital transition discourse, and the post-pandemic recovery with the help 
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of the Resilience and Recovery Framework, have contributed to this develop- 
ment (European Commission, 2022). Decision-makers use them interchange- 
ably, but the literature makes a distinction between them (Venkatraman, 2017; 
Verhoef et al., 2021). Verhoef et al. consider that the three concepts are phases 
in digital transformation, beginning with digitization and working towards 
digital transformation. First, “digitization” is a shift from analogue to digital 
tasks, or, more simply put, the integration of IT technologies into the existing 
processes. Other researchers share this technical point of view as well (Van der 
Zande et al., 2019). Next, “digitalization” intervenes in business processes by 
helping create new ways of communicating and managing resources. Digitali- 
zation pushes for optimization of processes both at an internal level and with 
the exterior (Pagani & Pardo, 2017). This second phase focuses on improve- 
ment, optimization, and change within an entity, so that it can create new 
sources of value (Van der Zande et al., 2019). Finally, Verhoef et al. describe 
“digital transformation’ as the most pervasive phase, since it aims to transform 
the entity from the foundation, be it a company or a public institution (Verhoef 
et al., 2021). 

Larsson also notices the misuse of the terms in public discourse, and 
emphasizes the broader outlook of digital transformation, which requires sev- 
eral transformative processes within the entity. He also states that digitaliza- 
tion and digital transformation can be used interchangeably to analyze the 
core changes happening in society (Larsson & Teigland, 2019, p. 3). Other stud- 
ies also agree that digital transformation represents an evolution in terms of 
1cT-enabled transformation, focused both on the significant changes brought 
about by ICT, but also on the expected means of action that are necessary to 
channel these changes for the better (Majchrzak et al., 2016). At the same time, 
Van der Zande et al. (2019) clarify the differences between the three concepts 
and use “digital transformation” to describe the wider effects of digitalization 
on society. 

Regardless of the terminological overlap, the various definitions of digital 
transformation can offer significant insights into its effects in society and the 
economy (Majchrzak et al., 2016). While most definitions focus on the inter- 
net underpinning this process, they also delve into the challenges that digital 
transformation creates. For instance, Bowersox et al. (2005) focus on the idea 
that digital transformation is a process by which businesses reinvent them- 
selves, as well as re-energize themselves by using technology in their supply 
chain management. In a similar manner, other authors focus on the idea of 
the evolution of an entity, in line with the technological revolution (Mazzone, 
2014). Mazzone deliberately emphasizes the idea that it is an ongoing process, 
hence it requires constant and conscious adaptation to the wave of technology. 
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These approaches point to a deterministic and instrumentalist view of tech- 
nology, namely the idea that this technological wave sweeps society and the 
economy entirely with only positive benefits. However, a deeper look into the 
definitions of digital transformation in the literature implies that this process 
requires a conscious effort from both the private and the public sector. As a 
matter of fact, research also focuses on the actors’ efforts to channel digital 
transformation (Schallmo et al., 2017). 

The barriers between digitalization and digital transformation are clear in 
business, but in policy these terms are used interchangeably. This interchange- 
able use is adopted in the chapter, but with the following definition that 
subscribes to the business perspective presented above: 


The conscious and ongoing effort of an entity to integrate information 
and communication technologies (ICTs) in growing facets of its activity 
by taking advantage of the process of data collection and analysis enabled 
by technology, as well as of emerging technologies, to facilitate its activity 
and balanced functioning. 


This definition balances between the improvements in terms of efficiency and 
optimization that IcT can bring about and the need for conscious actions to 
mitigate the challenges that it creates. In short, it strives for a societal approach 
to digital transformation. 

While most of the literature on digital transformation stems from a busi- 
ness perspective, a social science perspective is also required to understand 
the effects of technology in society and the economy. In this sense, Salento 
(2018) criticizes the mainstream interpretation that digital transformation is 
deterministic and will bring about only positive change. He points to the popu- 
lar idea from public discourse that the negative effects of digital transforma- 
tion will be offset by new opportunities, especially on the labor market. In this 
sense, the key concept from the definition provided above is “balanced func- 
tioning”, since digital transformation should be conceptualized as a process by 
which actors and entities strive not only for efficiency and optimization, but 
also for better quality of life. In this sense, according to Salento (2018), digital 
transformation can also be a threat to citizens. 

A complementary process adds to the challenges of digital transforma- 
tion, namely automation, the process by which technology replaces humans 
from performing routine and non-routine tasks. To round up the theoretical 
discussion surrounding the effects of technology in society and the economy, 
automation needs to be conceptualized, as well. 
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Automation works towards the goal of efficiency and optimization of organ- 
izations, considering that it creates productivity gains by eliminating human 
errors or friction. As with the three concepts discussed above, there is also a 
great deal of confusion regarding “automation”, as it also appears interchange- 
ably in discourses with “robotization’” or, in fact, “digitalization” (Van der Zande 
et al., 2019). The main difference between automation and digitalization is that 
the former focuses on improving existing processes within an entity, while the 
latter is a wider effort to develop new ways to add value within that particular 
entity (Van der Zande et al., 2019). The main goal of automation is the inher- 
ent improvement of the functioning of an entity, but it has a fixed goal in that 
it does not transform the underlying logic of processes. A particular technol- 
ogy simply replaces what was originally performed by humans (Van der Zande 
etal., 2019). Considering that automation is a more concrete application of 
digital transformation in society and the economy, it will be analyzed further 
in the next section dedicated to changes in the labor market. 

This brief theoretical framework has explored the potential of automation, 
digitalization, and digital transformation to challenge existing socioeconomic 
relations. The next section delves deeper into their effects into society and the 
economy, by mapping the transformations triggered, as well as the predictions 
for the future. 


3 Contextual Framework: Challenges to Society and the Economy 


Based on the theoretical framework presented above, this section deals with the 
challenges brought about by digital transformation, digitalization, and auto- 
mation. It approaches this discussion in two manners. Based on the literature 
review, it maps the transformations that are already underway. The section 
provides conceptual clarity and serves as a bridge towards the discussion on 
the role of international organizations in channeling processes of digitaliza- 
tion in society and the economy. 


3.1 Transformations in the Labor Market 

This subsection analyzes the current labor market trends influenced by 
digitalization. It focuses on the job perspectives affected by automation, but 
also by platformization. Platformization refers to the process by which digital 
platforms penetrate significant infrastructures, social relations, and institu- 
tions, causing substantial changes in a variety of sector (Poell et al., 2019). It 
also penetrates the world of work and has contributed to the development 
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of the gig economy or the platform economy, with significant impact on the 
future of work. 

Along with digitalization and digital transformation, automation is also 
included in the wide domain of research entitled “future of work,’ since it sig- 
nificantly impacts the labor market and, with it, education, and social relations. 
Several studies have analyzed these effects, with varying degrees of optimism 
regarding the effects of automation and digital transformation in society and 
the economy. One of the landmark studies regarding the potential of automa- 
tion to displace jobs is Acemoglu and Restrepo (2018), who adopt a task-based 
approach meant to quantify more clearly the potential for job disruption in 
the American economy. They conclude that the replacement of humans with 
machines reduces the demand for labor, as well as wages and overall unem- 
ployment. At the same time, production costs will decrease, leading to more 
automation. Nevertheless, they maintain an optimistic perspective by empha- 
sizing the potential of automation to create new tasks and, hence, new skills. 

Van der Zande et al. (2019) use a similar task-based approach to map the 
changes brought by automation in tandem with the categorization of human 
capabilities in the workplace. They stress the idea that the more complex and 
non-routine a task is, the more difficult it is for an automated system to per- 
form it. Van der Zande et al. (2019) illustrate this idea with the example of natu- 
ral language processing, which is developed, but has not reached human-like 
potential. Other examples include the capacity to recognize human emotions 
or fine motor skills. While certain tasks have been replaced by machines, there 
is no clear consensus regarding the complete elimination of jobs that require 
complex human thinking, according to Van der Zande et al. (2019). The task- 
based approach in relation to the impact of digital transformation on the labor 
market opens the door not necessarily to the elimination of jobs, but to their 
transformation. Indeed, there is a trend towards more human — machine inter- 
action in manufacturing or other industries rather than the complete elimina- 
tion of jobs (Acemoglu & Restrepo, 2019). 

In this sense, the policy trend is to invest in reskilling and upskilling, con- 
sidering integration of technology into the world of work. Schmidpeter and 
Winter-Ebmer (2021) have analyzed the relation between risk of automation 
and probability that the displaced workers find new job opportunities. Often, 
job seekers must shift sectors to find employment. They conclude that the higher 
the risk for automation, the more difficult is for workers to find new opportuni- 
ties. They also assess the potential of training policies for the mitigation of these 
adverse effects and find that labor market training is significant in boosting 
chances for re-employment for those who have been displaced by automation. 

Another effect of automation and digitalization relates to the polarization 
of the labor market, with a reported decrease of the share of mid-sector jobs 
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and a rise in low-skilled and high-skilled jobs (Frey & Osborne, 2013). The rea- 
son behind this trend is that most middle-skilled jobs contain tasks that have 
been automated, while many new jobs require more complex skills, such as 
programming. 

The decline of the middle-class sector can be seen in tandem with another 
trend observed by researchers, namely reshoring. Reshoring is the opposite pro- 
cess to offshoring and it refers to the return of production back to the more 
developed countries, but the processes are not symmetrical. Reshoring can 
take place when automated manufacturing returns to the original production 
sites, but requiring fewer employees with a higher skill set. Research argues that 
reshoring is still a limited occurrence and may just be anecdotal (De Backer 
et al., 2016). Nevertheless, growing discussions around “taking back control” over 
global supply chains are poised to reignite the debate on bringing jobs back. 

The second trend related to digitalization is the so-called “platformization”. 
This trend has resulted in significant changes in the labor market as well. 
With the advent of platforms and the gig economy, the traditional model of 
the employer — employee relationship has shifted. Employees become collabo- 
rators or self-employed persons who find work using digital platforms. 

Although the narrative of these platforms focused on the flexible worker 
experience, the reality is different. Protests by taxi drivers in Barcelona against 
Uber, accusations of surveillance by other platform workers, or the lack of will- 
ingness to ensure basic social rights to gig workers have reignited the debate 
over the gig economy and the role that such platforms should assume. They 
face regulation both at a national and at a European level to mitigate the side 
effects of a technological change that is meant to make workers more flexible, 
but which can also be destructive to social rights. The European Union is step- 
ping up its efforts; its intervention will be analyzed in the section dedicated to 
international organizations. 


3.2 Transformations in Education 

Education is also affected by digitalization, not only with the way technology 
can improve teaching and students’ experiences, but also with transforma- 
tions to the curriculum and to adult training with consequences on the labor 
market and in the economy. We focus on three aspects: digital inclusion, skills, 
and training. 

Firstly, the literature on digital inclusion provides interesting insights into 
the changes brought about by digitalization for the education system. Digital 
inclusion research stresses the significance of a layered approach to integra- 
tion in the new digital society, starting from building motivation, continuing 
with providing access, building skills, and culminating with usage of technolo- 
gies (Van Dijk, 2005). 
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In this sense, if education policy does not prioritize the deployment of digi- 
tal technologies and the subsequent adaptation to digital society, then it risks 
contributing to digital exclusion and, eventually, damaging the labor market. 
The educational system is the appropriate environment to build motivation 
and provide internet access, especially in disadvantaged or rural areas prone 
to more social exclusion. In this sense, we refer to the effect that digital trans- 
formation has on the curricula, content, and teaching. Digital technologies 
should underpin teaching to contribute to the development of well-trained 
digital citizens and an inclusive digital society. 

Secondly, digitalization influences what students should learn because it 
creates the need for new skills. Additionally, the educational sector should 
support the development of a proper workforce. The discussion above related 
to reskilling and upskilling is significant here as well. Symeonidis et al. (2021) 
analyze the EU discourse with regards to education policy and find a strong 
connection between digital transformation and a developing discourse 
on reskilling and upskilling the European workforce. The lifelong learning 
approach is at the forefront of these efforts, since these two terms relate espe- 
cially to adult training rather than to the traditional education sector. Indeed, 
research shows that labor market training plays a role in mitigating some of 
the effects of automation (Schmidpeter & Winter-Ebmer, 2021). Companies, 
as well as the education system, should adapt to the new requirements in the 
economy and to the innovative technologies and create agile teaching pro- 
grams aimed at teaching hard 1T skills necessary for working with machines, 
artificial intelligence, or with big data, as well soft skills. 

Thirdly, the Future of Jobs report released by the World Economic Forum 
illustrates the urgency for rethinking education and training, considering 
the “double disruption” trend that describes the displacement of jobs by the 
pandemic and by digital transformation (World Economic Forum, 2020). 
The report argues that job destruction has surpassed job creation, considering 
the accelerated pace of digitalization in the wake of the pandemic. This has 
a double effect on the education sector, considering that it will render some 
specializations obsolete, but it will also pressure the institutions to adapt, to 
reskill trainers, and to deliver updated content. 


4 The Role of International Organizations: the 1Lo and the EU 
The challenges brought about by the processes described in the previous sec- 


tion require multiple interventions by a variety of actors in light of their wide- 
spread effects. Considering that technology knows no borders, efforts should 
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be concentrated at various decision-making levels, not only at the state level. 
International organizations are well-equipped to offer guidance and a govern- 
ance umbrella for states and other actors involved in the digitalization process. 
The core premise of this chapter is that multilateralism is the solution, given 
that states share similar socioeconomic challenges and interests. Multilateral- 
ism is also a significant venue for sharing of best practices and for creating 
common regulations and standards. This section first deals with the Interna- 
tional Labour Organization as a venue for cooperation between employers, 
workers, and member states. The role of the European Union in promoting 
standards and regulations in relation to the digital economy, digital education, 
industry, and so on is then discussed. 


41 The Role of the 1Lo in Promoting Mechanisms to Respond to Digital 
Challenges 

The processes of digitalization and digital transformation affect workers and 

different social groups, causing some to be excluded from the labor market, 

which may contribute to increasing socioeconomic inequalities. The chal- 

lenges of digitalization have been reconsidered and addressed by recently 

adopted policies, programs, and activities of international organizations. 

Two organizations and their activities are noteworthy: the International 
Labour Organization and the European Union. They have adopted diverse pol- 
icy agendas and actions in order, on the one hand, to meet the challenges and 
seize the opportunities presented by digitalization processes and, on the other, 
to counter the risks that can inevitably be observed. This is also due to the spec- 
ificity of the mentioned organizations that provide public goods. Global public 
goods are “thought and action on common concerns that affect a substantial 
proportion of humanity” (Sagasti & Bezanson, 2001, p. i). However, as was 
stressed in Chapter 1, there are public goods with benefits that are not limited 
to national borders but extend the border of one country. A distinction can be 
made between core and complementary activities, where core activities refer 
to all activities that produce international public goods, while complementary 
activities are prepared by countries “for consumption” of international public 
goods (World Bank, 2001, p. uo, after Sagasti & Bezanson, 2001, p. 22). 


4.2 Role of the 1Lo 

The International Labour Organization (ILO) provides global public good by 
easing the transition of people to the future of work and facilitating the acqui- 
sition of skills, competencies, and qualifications to cope with the challenges of 
digitization. Today an agency of the United Nations based in Geneva, the ILO 
was originally created in 1919 as an organization of representatives of three 
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parties: government, employers, and workers (International Labour Office, 
1920, Article 393). It was based on the 1919 Treaty of Versailles and its first 
members were representatives of nine countries. Gradually, the number of 
members grew. Today, the organization has 185 member states (ILO, n.d.-c) 
and, as stated in the Preamble of the ILo Constitution, “whereas universal 
and lasting peace can be established only if it is based upon social justice” 
(ILO, n.d.-g, Preamble), underlies the need to promote social justice, includ- 
ing, among other things, attention to vocational and technical education (ILO, 
n.d.-g, Preamble). Since its inception, education has been of paramount impor- 
tance to the ILo, but today it faces certain challenges due to digitalization. 

The ILO operates through the following bodies, which include the three 
parties mentioned above: the International Labour Conference or the General 
Conference, meeting annually in Geneva, which is also a forum for discussion, 
held at least once a year; the Governing Body, which is the executive council 
of the ILO, responsible for ILo policy, program, and budget; and the Interna- 
tional Labour Office, which is the permanent secretariat of this organization 
and with a director general appointed by the Governing Body. The work of the 
ILO is supported by tripartite commissions and committees of experts (ILO, 
n.d.-d; ILO, n.d.-g, Article 2-8). This organization has some instruments at its 
disposal. 

In its daily activities, the International Labour Conference adopts the 
following instruments: conventions, recommendations, and others, such as 
declarations (of wide application). The following declarations (which were 
also updated) were adopted: the Philadelphia Declaration on the Aims and 
Objectives of the Lo (1944), the Declaration on the “Apartheid” Policy of 
South Africa (1964), the Declaration on Gender Equality, the 1L0 Declaration 
on Fundamental Principles and Rights at Work (1998), the Declaration on 
Social Justice for a Just Globalization (2008), and the relatively recent Cente- 
nary Declaration for the Future of Work (1L0, n.d.-f) adopted in 2019, which is 
of great importance for further considerations in this chapter. 

The Declaration for the Future of Work (hereafter referred to as the Decla- 
ration) was adopted at the International Labour Conference held in Geneva 
during the 108th session of the ILo. It affirmed that there has been a trans- 
formational change regarding the “world of work’, which is driven by, among 
other things, technological innovation, and persistent inequalities, which will 
affect the future of work. The primary areas of action envisaged by the Declara- 
tion relate to investments in people's capabilities, in work institutions, and in 
decent and sustainable work (Lo, n.d.-f). 

The Declaration indicated that 1Lo efforts must ensure the transition to the 
future of work, harness the potential of technological progress, and stimulate 
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and support the acquisition of skills, competencies, and qualifications over 
the course of workers’ professional lives. It also stressed the need to enhance 
the capacity of workers to take advantage of opportunities relevant to decent 
work. The need to promote effective policies that facilitate the transition to 
work after education and training was also emphasized (1L0, n.d.-e, pp. 3-6). 
Members were urged to promote a “human-centered approach to the future of 
work” (ILO, n.d.-e, pp. 6-7) and to improve people’s ability to seize the oppor- 
tunities a changing world offers by, inter alia, promoting lifelong learning, and 
ensuring the quality of education. Another course of action is to strengthen 
labor institutions to protect all workers, and to promote sustainable employ- 
ment and decent work (1L0, n.d.-e, pp. 6-7). 

However, the pandemic has created new circumstances for the world of 
work. The pandemic, as highlighted by the 1Lo, has caused significant changes 
related to the world of work, namely technological change, alongside environ- 
mental sustainability, or demographic change. During the CovID-19 pandemic, 
the digitalization of work accelerated, and remote working was introduced, 
but it was not a trend. Some people have been unable to take full advantage 
of this phenomenon. The reasons for this situation are due to the nature of 
work or connectivity problems. The dramatic situation caused by the CovID- 
19 pandemic was reflected in the labor market figures, as the global number 
of working hours in 2020 fell by about 9 percent compared to 2019 (through 
the last quarter), representing a loss of 255 million full-time jobs (ILO, 2021c, 
pp. 10, 7). Thus, the pandemic has accelerated the process of digitalization, 
which inevitably affects people at work and work organization. 

The transformational changes observed inevitably affect the world of work 
and required the development of skills adapted to the needs of the labor mar- 
ket, with a particular focus on digital skills. Therefore, the role of the 1Lo in this 
area is to (a) support the development of skills policies and systems to meet 
the demands of the labor market, (b) create relevant competencies that are 
required for future jobs, and (c) promote the social inclusion of disadvantaged 
groups through skills development (1L0, n.d.-k). 

The aforementioned activities are implemented in collaboration with mem- 
ber countries, where the 1Lo has a supportive role in policy planning, govern- 
ance, as well as regulation. Referring to one of the key activities focusing on 
strengthening skills policies and systems in member countries, the ILO is col- 
laborating in skills systems on improving planning and governance policies. 
This cooperation is also aimed at greater involvement of workers’ and employ- 
ers’ organizations in skills development and improving the quality of skills to 
promote socioeconomic development. To achieve this, research is conducted, 
and technical assistance is offered. ILO activities in this area include digitizing 
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skills systems by working on the impact of technology on TVET (technical 
and vocational education and training) and the skills system (ILO, n.d.-a). It 
is emphasized that digital transformation in TVET includes digital innovation, 
digital adaptation, and digital acceleration (1LO, 20204). 

The importance of digitalization has been recognized by the ILo and 
its Skills Branch, whose work examines the impact on TVET and skills systems 
that leverage technologies, and supports greater commitment to digital trans- 
formation, digital inclusion, and bridging the digital divide (1L0, n.d.-a). There 
are some research initiatives dedicated to digitalization. One example is 
the project “Digitalization, the Future of Work and the Teaching Profession,” 
which commenced in November 2019 (through December 2021). Carried out 
by the ILo and the Deutsche Gesellschaft fiir Internationale Zusammenarbeit 
(Giz), the project examines the impact of digital technologies on the primary 
and secondary educational systems of a range of countries and includes a cor- 
onavirus and digitalization perspective on teaching and education. The coun- 
tries analyzed were Ethiopia, Kenya, Malawi, Rwanda, and the United Republic 
of Tanzania. It was highlighted that these countries are making efforts to use 
technology to improve the quality of teaching and learning, although these 
efforts are rather diverse. Some measures aimed to ensure access to quality 
digital education services while others designed policies to guide digitalization 
in education, increase investment in digital technologies, develop digital skills 
of teachers, ensure decent working conditions for teachers, and improve social 
dialogue (ILO, n.d.-b; ILO, 2021b). 

To create the right skills required by the labor market, a strategy for skills 
anticipation must be developed. Therefore, the ILo is working on “Skills Strat- 
egies for Future Labour Markets,’, both in terms of research on the adapta- 
tion of skills to future labor markets and by providing technical assistance 
relating to knowledge and tools for skills anticipation (ILO, n.d.-k). This work 
focuses, among other things, on skills related to technological change, mean- 
ing that technological change makes it necessary to change skills, retrain them 
or upgrade them because they are sometimes outdated. Two aspects of their 
activity were identified: (a) technological change skills, which refers to a focus 
on the demand for digital skills, as well as other skills and digitalization, and (b) 
technological skills foresight (StF ),which focuses on collaborative skills antici- 
pation, primarily at the sector level and working with sector stakeholders (ILO, 
n.d.-j). Society should adapt to these changes because “digital transformation 
not only means that some jobs disappear, but also that the vast majority of the 
existing work tasks with traditional jobs will be modified” (1L0, 20218, p. 9). 
For instance, the Training for Rural Economic Empowerment (TREE) program, 
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which addresses the challenges in rural areas by providing essential skills, is 
implemented in more than 20 countries (ILO, 2020b). 

Another area of ILO work includes activities aimed at improving the labor 
market and the quality of work for disadvantaged groups, including women, 
youth, migrants, refugees, and rural workers, as well as activities aimed at estab- 
lishing TVET systems and active labor market programs, which are the focus 
of the ILO activity (ILO, n.d.-i). By promoting the development of right skills 
required by the market in the face of digitalization, the activities undertaken 
by ILO contribute also to SDG 9, where promotion of inclusive and sustainable 
industrialization is underlined. 


4.3 The Role of the EU in Promoting Mechanisms Related to Digital 
Challenges 
4.3.1 A Common Online Market Tackling Digital Challenges 
As underlined, digitalization brings about some opportunities for EU coun- 
tries and their regions, for citizens and businesses. However, there are certain 
groups of European citizens and entities/actors who may be excluded from the 
digital market. The creation of a Digital Single Market, which aims to remove 
barriers to online transactions in the EU, enables the potential of digitaliza- 
tion, and, by promoting digital skills and learning related to digitalization, all 
European citizens should be able to benefit from this process. It can be argued 
that the creation of the Digital Single Market by the EU provides global public 
goods, including a legal framework and mechanisms for adoption. Financial 
support from the EU will support the efficient implementation of the Digital 
Single Market. Thus, the multidimensional benefits provided by this market 
cover the EU, but extend even beyond it, thus fulfilling the Sustainable Devel- 
opment Goal 9. 

The Digital Single Market is a market where the free movement of factors of 
production is ensured “where individuals and businesses can seamlessly access 
and exercise online activities under conditions of fair competition, and a high 
level of consumer and personal data protection, irrespective of their national- 
ity or place of residence”. (European Commission, 2015, p. 3). The Digital Single 
Market Strategy consists of the following three pillars: 

— “Better access for consumers and businesses to online goods and services 
across Europe.” 

— “Creating the right conditions for digital networks and services to flourish.” 

— “Maximizing the growth potential of our European Digital Economy.’ 

The first pillar of the strategy focuses on removing barriers to cross-border 

online activity. The main proposals regard the creation of an appropriate 
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framework for e-commerce by introducing certain cross-border e-commerce 
rules common to cross-border online and digital purchases or ensuring qual- 
ity cross-border parcel delivery at affordable prices. Additionally, the strategy 
focuses on removing unjustified geo-blocking practices, and improving access 
to digital content by implementing a harmonized copyright regime and reduc- 
ing barriers to cross-border e-commerce resulting from different VAT regimes. 

The second pillar refers to promoting high-speed networks and services 
that protect consumers and ensure privacy and data protection. The proposed 
actions in this pillar include aligning telecommunications laws and providing 
a regulatory framework for telecommunications, as well as a regulatory frame- 
work for media, platforms, and intermediaries, and ensuring the security of 
digital services, personal data, and privacy. 

The third pillar promotes big data, cloud services, and the Internet of Things, 
which are key issues for EU competitiveness, promoting interoperability and 
standardization. The Digital Single Market should be inclusive by promoting 
digital skills; it can benefit not only from e-services, but also e-government, 
e-justice, e-health, e-energy, or e-transport (European Commission, 2015). The 
growing pace of regulations and directives proposed and discussed within 
the European Union is a testament to the idea that there is consensus at the 
member state level regarding the idea that a European governance umbrella is 
required for mitigating the risks of digitalization and channeling its potential. 

On June 20, 2019, the European Council agreed on “A new strategic agenda 
2019-2024” for a five-year period identifying four priorities, also important as 
a direction for the institution (European Council, n.d.). “The development of a 
strong and vibrant economic base” was identified as a priority. The document 
emphasizes that digital transformation will develop and address infrastruc- 
ture, connectivity, services, data, regulation, and investment. All aspects of the 
digital revolution and artificial intelligence should be taken into consideration 
(European Council, 2019). 

These have been translated into policy priorities for the European Commis- 
sion for 2019-2024 and the following six priorities have been defined: “A Euro- 
pean Green Deal, an economy that works for people, a Europe fit for the digital 
age, protecting our European way of life, a stronger Europe in the world, a new 
push for European democracy” (European Commission, 2019, p. 4). 


4.3.2 Tackling Societal Challenges Brought by Digital Transformation 

The focus of European policymaking has shifted from economic to societal 
challenges related to digital transformation. The priority of “a Europe fit for 
the digital age” underlines that Europe should seize the opportunities of the 
digital age, highlighting the role of digital technologies, including artificial 
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intelligence (A1). Proposed actions include legislation on the human and ethi- 
cal implications of AI; investment in AI; and a new Digital Services Act that 
will help strengthen the Digital Single Market. Moreover, the need to provide 
people with the opportunities for education and skills acquisition is empha- 
sized. Therefore, the objective under the priority is to create by 2025 the Euro- 
pean Education Area by reducing barriers to education and increasing access 
to quality education, facilitating transition between education systems, and 
promoting lifelong learning. A particular priority is the improvement of digi- 
tal skills among young people and adults using the potential of the internet 
(European Commission, 2019, pp. 13-14). 

The objectives are specified in detail, namely they refer to “technology that 
works for people, a fair and competitive economy and open, democratic and 
sustainable society” (European Commission, 2020). The March 2021 Digital 
Compass provides a vision for 2030 in terms of key milestones and measures 
that are being used to achieve clearly defined goals. As underlined in the docu- 
ment, digital ambitions are translated into targets and an improved monitor- 
ing system that will include milestones and cardinal points. These points refer 
to a digitally skilled population and digital professionals, secure and sustain- 
able digital infrastructure, digital transformation of businesses, and, finally, 
digitalization of public services (European Commission, 2020). 

The Digital Decade is the mission policy defined by the EU to shape the dig- 
ital society for the Europeans. The policy discourse, as well as public appear- 
ances of EU leaders, focuses on a European digital society, where digital rights 
and principles are enshrined into legislation and policies that favor a more 
humane approach to digital transformation. For instance, Shaping Europe’s 
Digital Future presents the overall vision regarding digital transformation in 
the EU and it starts off with a bold desire: 


[T]he Commission wants a European society powered by digital solu- 
tions that are strongly rooted in our common values, and that enrich the 
lives of all of us: people must have the opportunity to develop personally, 
to choose freely and safely, to engage in society, regardless of their age, 
gender or professional background. (European Commission, 2020) 


This vision clearly mirrors the theoretical discussions in the previous section 
on the societal impact that digital transformation has. In this vision, digital 
solutions are shaped around European values and European society and not 
the other way around, pointing away from the deterministic, mainstream vision 
that Salento (2018) criticizes. This is also evident in the priorities that the strat- 
egy discusses. Technology serves socioeconomic relations and not the reverse. 
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The strategy presents the policy program regarding digital policy and the 
following initiatives will shape digitalization processes in society and the 
economy in the mandate of the Von der Leyen Commission: 

— Developing gigabit connectivity by means of action plans for 5G and 6G, 
revisions of the Broadband Cost Reduction Directive and other initiatives 
to boost connectivity 

— The Digital Education Action Plan, “to boost literacy and competences at all 
levels of education” 

— An updated Skills Agenda, as well as a “reinforced Youth Guarantee to put a 
strong focus on digital skills in early career transitions” 

— Regulatory initiatives for platform workers 

— The Digital Services Act and Digital Markets Act (European Commission, 
2020) 

At the same time, the societal orientation of digital transformation in the EU 

is evident also in the Digital Compass Communication. The document crystal- 

lizes the European vision for a digital society as follows: “The European way to 

a digitalised economy and society is about solidarity, prosperity, and sustain- 

ability, anchored in empowerment of its citizens and businesses, ensuring the 

security and resilience of its digital ecosystem and supply chains” (European 

Commission, 2021e). Additionally, this vision is distilled into four cardinal 

points that map out the next decade: 

— A digitally skilled population and highly skilled digital professionals 

— Secure and sustainable digital infrastructures 


Digital transformation of businesses 


Digitisation of public services (European Commission, 2021e) 

Moreover, the document also contains a list of digital principles that are the 

cornerstone of the European digital society, namely: 

— Universal Access to internet services 

— A secure and trusted online environment 

— Universal digital education and skills for people to take an active part in 
society and in democratic processes 

— Access to digital systems and devices that respect the environment 

— Accessible and human-centric digital public services and administration 

— Ethical principles for human centric algorithms 

— Protecting and empowering children in the online space 

— Access to digital health services (European Commission, 2021e) 

The strategy of the European Union does not stop at promoting best practices 

or encouraging common standards, but it focuses on shaping the socioeco- 

nomic relations in the digital society of the future. It does so in two ways: by 

providing regulatory frameworks for the digital challenges and by providing a 
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model for the digital society, based on the model for the social market econ- 
omy. These two facets reinforce each other. To exemplify this idea, we focus on 
specific examples in the labor market and education, namely the initiatives for 
the gig economy and the new agenda for skills in the digital age. 

The platform economy, also known as the gig economy or the sharing 
economy, has been one of the major disruptors of social relations in the digi- 
tal sphere. From food delivery to freelancing, major platforms have become 
marketplaces for work in the European Union. The EU estimates that approxi- 
mately 28 million Europeans work in the platform economy with a steady 
growth potential. According to the accompanying Communication on better 
working conditions in the platform economy, platforms are indeed effective in 
matching supply and demand for labor, thus offering numerous opportunities 
for work, while challenging the traditional labor model. However, the Commu- 
nication also emphasizes that this new model has the potential to undermine 
the European social model (European Commission, 2021b). The challenges 
stem from the fact that platform work “does not automatically translate into 
quality jobs” (European Commission, 2021b). Additionally, the Commission 
states some of the challenges that platform workers face in this disrupted labor 
market: 

— Difficult working conditions 

— Ambiguity regarding the status of workers 

— Limited access to rights and protections associated with the worker status 

— Challenges related to surveillance, mismanagement of data, equality, and 
potential algorithmic discrimination 

— Lack of transparency and predictability of contractual arrangements to 
health and safety challenges 

— Limited social dialogue 
Taking these difficulties into consideration, the solution proposed by the 
Commission in the form of a directive aims to clarify the employment status 
of platform workers and to build a solid framework for their protection against 
the potential challenges mentioned above. In terms of employment, the direc- 
tive creates a set of criteria that will determine whether one such platform clas- 
sifies as an employer. If this happens, then the people involved in contractual 
relations with that platform will automatically be classified as workers. Once 
the workers attain this status, they are entitled to a set of rights, such as the 
“right to a minimum wage, collective bargaining, working time and health pro- 
tection, the right to paid leave or improved access to protection against work 
accidents, unemployment and sickness benefits, as well as contributory old- 
age pensions” (European Commission, 2021c). Platforms will also have a right 
to dispute this classification, but they must prove that “there is no employment 
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relationship” between them and the worker. Other significant provisions from 
the directive focus on algorithmic management, namely the idea that workers 
understand how algorithmic decisions are taken on the platform and how this 
influences their rights and activities on that platform. 

The situation of this proposed legal framework is rather peculiar, consider- 
ing the limited social policy competences that the EU has. At the same time, 
it is also a perfect example of the idea that international organizations, such 
as the EU, can offer a governance umbrella for their member states because 
it does not aim to change the existing social policy mechanisms from the 
national level. It rather focuses on a wide set of rules that are applicable in 
every member state and are neutral from a legislative point of view, given that 
it creates a legal framework where many member states do not have one yet. It 
intervenes in an area that has not been completely covered by national legisla- 
tion, while respecting the existing social rules at the national level. 

For instance, the set of rights that workers may enjoy once their status is 
recognized is the right to minimum wage, a notoriously contentious issue in 
the EU nowadays. However, the right is only valid where it is applicable under 
the national law. Indeed, the proposed directive cites the support competence 
of the EU to provide a framework for worker protection, by setting a set of 
minimum standards and, at the same time, by abstaining from “imposing 
administrative, financial and legal constraints” (European Commission, 2021d). 

The second example that aims to illustrate the role of the EU in channeling 
the processes of digital transformation in society and the economy refers to its 
constant push towards the improvement of citizens’ digital skills. While the 
previous example focused on a proposal for legislation that would become 
hard law, the EU Skills Agenda is classified as soft law, a set of policy initiatives 
spearheaded by the Commission in tandem with the member states and other 
stakeholders. 

If we refer to the principles set within the Digital Decade and the Digital 
Compass, we observe that the first cardinal point relates to the digital skills of 
Europeans. At the same time, the Resilience and Recovery Framework (RRF) 
incentivizes member states to upskill and reskill their citizens to adapt to 
digital transformation. In fact, one of the seven major priorities of the RRF 
refers to reskilling and upskilling, both in terms of adult education, as well as 
in the education system that needs upgrading to the new requirements of the 
labor market (European Commission, 2021a). Yet again, the Commission has 
no direct competences with relation to the national education systems, but 
it does create yet another framework by which it incentivizes member states 
to act. In terms of reskilling and upskilling, the financial assistance by means 
of the RRF pushes member states to create their own programs, which are 
adapted to the national specificities. 
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5 Conclusions 


The main objective of this chapter has been to highlight the role that inter- 
national organizations play in developing policies for the challenges brought 
about by digitalization in society and the economy. The chapter starts with short 
overview of the theoretical framework of digitialization. It further assesses the 
contextual impact of digitalization on the world of work and education, being 
the basis for the analysis of the activities of international organizations. Labour 
market polarization, changes in the educational system due to the requirement 
of new skills on the labor market, or platformization are the main effects that 
digital technologies have on society and the economy. These challenges are 
inherently transnational, and they require transnational policies. 

Within this context, the chapter analyzed the activity of the 1Lo and of 
the EU. On the one hand, the ILo has a global outreach due to its statute as 
a UN agency. On the other, the EU is a regional integration project, but its 
legislation and policies echo across its borders and it can influence other 
jurisdictions as well. 

Both organizations stress the need for a human-centered digitalization, 
but they have different angles to tackle this problem. The ILO cooperates with 
member states and organizes programs and projects, but its policies are not 
mandatory. The European Union, by virtue of its organization and logic, can 
issue legislation that is binding for the member states and its policies have 
the possibility to shape global trends as well. Data protection legislation is one 
example of a legal framework that the EU leveraged globally. Moreover, with 
its current strategy, the EU focuses on values at the foundation of digital trans- 
formation and aims to lead by example globally. 

Both organizations’ steering activities are essential for developing strong 
policies as answers to significant changes in society and the economy that 
digital transformation causes, especially because this process is ongoing. 
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CHAPTER 16 


The Smart City as a Keystone between 
Sustainability and Public Good: Case Research 
on How the European Union is Supporting Smart 
Settlements in Poland 


Agnieszka Domanska and Giuseppe T. Cirella 


1 Introduction 


The idea of transferring urban areas into more sustainable, accessible, and 
eco-friendly spaces can be to better our standard of living with the visionary 
idea of developing the “city of the future.” Smart or “intelligent” cities, which 
in fact embody the success of past development, are characterized by how 
human settlements have evolved the fields and dimensions of public manage- 
ment, urban planning, mobility, and transportation in terms of environmental 
and social cohesion. 

With the mass exodus of people moving from rural to urban towns and cities 
over the last century, this globally observed phenomenon has made these areas 
extremely congested, polluted, and resource scarce. These severe problems are 
a challenge that cannot be ignored and necessitate action from all levels of 
society. Moreover, such problems cannot be resolved by onetime operations 
but rather by wide-ranging international strategies that embrace long-term 
and forward-looking processes. 

In this context, the underlined role of the United Nations (UN) is evident, 
as stated in the UN Charter Preamble. Dating back to the 1970s, the UN identi- 
fied the growing global difficulties and problems connected to ever-increasing 
crowded urban areas as the harbinger of the broader debate on the magni- 
tude and consequences of urbanization (UN, 1976). The manifestation of the 
issue was, among others, included in the city-related challenges of the UN 
Millennium Development Goals (MDGs) and its successor, the UN Sustainable 
Development Goals (SDGs). 

The spGs were established in 2015 with the target of achieving them in 
accordance with Agenda 2030. Needless to say, according to internationally 
reconciled and accepted assumptions, the Agenda constitutes the most future- 
looking and comprehensive approach of the 21st century to tackle the key 
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issues and challenges that inhibit sustainable growth and development (UN, 
2015b). 

SDG u specifically is focused on fostering sustainability together with inclu- 
sion, safety, and resilience by making cities and urban space more livable as 
“incubators for innovation and growth” (UN, 2015a) by 2030. This leads to a 
better understanding of how to develop “intelligent” cities as well as to provide 
a high-quality standard of living as described by various international bodies 
and relating international indices. 

Among international agreements underlining the importance of supporting 
smart city initiatives, the European Union (EU) continues to play a vital role in 
developing its “urban well-being” mission by allocating funds for various smart 
city projects and initiatives by its member states. The funds, which are aimed 
in particular at financing such projects, include the Smart Cities Marketplace, 
which merges two former platforms, the Marketplace of the European Innova- 
tion Partnership on Smart Cities and Communities and the Smart Cities Infor- 
mation System. 

Progress in implementing the smart city concept has also been achieved in 
Poland — both within large agglomerations and small and medium-sized cit- 
ies. Mainly thanks to EU funding (e.g., the Technical Assistance Operational 
Program [oP], the European Structural and Investment Fund [EsIF], and the 
European Regional Development Fund [ERDF ]), numerous projects have been 
effective in implementing and modernizing Polish urban settlements. This 
includes an upgrading in the quality of the life which is irrefutable and visible 
in numerous aspects of Polish cities’ everyday functioning. Positive changes 
are centered on urban planning and management, technological advancement 
of urban grids and public transport, digitalization of local administration, and 
social behavioral progress. 

In this context, the chapter is structured in three main sections. 
Section 1 assesses the state of the art of both concepts, i.e., sustainability and 
city smartness. Section 2 explores how these two concepts are interrelated 
by definition and through the goals they serve. Section 3 gives special atten- 
tion to the contribution and implementation of the smart city concept in 
Poland. 

In reference to the title of this book and its key issues, it should be noted that 
measuring and reporting progress in achieving such targets is a manifestation 
of the actual practical engagement of the given international organization in 
the real world. As such, indicators from the following key indices, i.e., IMD — 
SUTD Smart City Index (SCI), IESE Cities in Motion Index (crM1), EasyPark 
Cities of the Future Index (cF1), and the CITYkeys project, will be used to eval- 
uate city smartness. 
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When presenting general conclusions on the commonalities between both 
concepts, as seen through the perspective of concrete indicators and data, one 
can reflect and measure them. Exploratory research into the role of interna- 
tional and supranational bodies that support city smartness can offer insight 
into how this might be achieved. The EU is this case is a suitable candidate 
since it has already implemented several smart city measures and policy 
reforms with its member states. 

Case research in Polish cities can elucidate various projects financed from 
EU funds and focus on projects linking sustainability and city smartness to 
show how they can be commonly and concurrently realized in practice. Utiliz- 
ing Polish cities pinpoints the progress made in respect to upgrading the level 
of sustainability of urban development and showcases the improvements and 
efficiency of local management in a relatively short period of time in compari- 
son to wealthier Western cities. 

In short, a breakdown of the chapter identifies the state-of-the-art litera- 
ture, the relationship between sustainability and city smartness concepts and 
indicators, case research on Poland in terms of financial opportunities and 
progress in creating smart settlements, and concluding recommendations on 
how they can be commonly and concurrently put into practice. 


2 The State of the Art of Sustainability and City Smartness 


The relationship between sustainability and city smartness is fairly new in the 
literature. Their intertwining rapidly developed about a decade ago when a 
few authors argued how the smart city agenda contributes to sustainability 
(Al-Hader, 2009; Al Nuaimi et al., 2015; Bifulco et al., 2016; Vilajosana et al., 
2013). De Jong et al. (2015) showed that the linkages between the “smart city” 
and the “sustainable city” had been relatively weak up to this time. In most 
cases, the methodology used to study the issue was based on qualitative 
surveys and interviews (Alawadhi et al., 2012). 

A discursive connection between the two is highlighted and has been 
more intensively researched during the last 5 years (Cowley & Caprotti, 2019; 
Trindade et al., 2017). As such, some studies analyzing real-world projects and 
investments found little empirical evidence that smartness contributes to the 
sustainability of the cities (Yigitcanlar & Kamruzzaman, 2018). For example, 
Kramers et al. (2014) explored the opportunities of using information and 
communication technology (1cT) solutions targeting climate goals to reduce 
urban energy use. It was concluded that reaching climate targets for cities by 
way of ICT was primarily focused on the operation of transport and heating of 
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buildings. Moreover, Haarstad and Wathne (2019) investigated smart cities and 
urban energy sustainability (i.e., energy efficiency, transport, and public ser- 
vices) in the cities of Nottingham, Stavanger, and Stockholm in order to check 
how urban energy sustainability initiatives were being implemented. It was 
shown that smart city initiatives did play a positive role and that sustainability 
did contribute to the local implementation of smart city projects — highlight- 
ing a positive correlation between the two. Among other authors investigating 
these concepts, Barresi and Pultrone (2013), Kitchin (2014), Gabrys (2014), and 
Martin et al. (2018) concentrated on how environmental consequences interlink 
with urban energy sustainability as a way of making cities more “intelligent.” 

One of the first to propose a specific combination of both concepts in rela- 
tion to cities is Ahvenniemi et al. (2017), who recommended the use of a more 
accurate term “smart sustainable cities” instead of “smart cities.” This approach 
is consistent with the concept proposed by Girardi and Temporelli (2017) and 
also developed by Kramers et al. (2014), who examine how smart cities pur- 
sue sustainability-oriented goals based on the so-called “smartainability” 
methodology. 

However, the idea to redefine smart cities into smart sustainable cities 
originates from earlier works, in particular Giffinger et al. (2007), who con- 
ceptualized six characteristics which are often referenced and used today. 
They theorized indicators to measure city smartness and found specific met- 
rics where sustainability is embedded, distinguishing in particular sustainable 
resource management in a sort of smart environment and sustainable trans- 
port system via the concept of smart mobility. 

These methods are derived from the Guidelines for Conducting a Cost-Benefit 
Analysis of Smart Grid Projects (Giordano et al., 2012) and Smart Cities — Ranking 
of European Medium-Sized Cities (Giffinger et al., 2007), a publication from a 
project based on the assets — functionalities — benefits approach. An extent 
of the research examines how the “enabling technologies” are transferred into 
practical functionalities (i.e., services) which in turn find practical realization 
in benefits evaluated via qualitative and quantitative performance indicators. 

Ahvenniemi et al. (2017) referred to this as the “smartability” concept in their 
broad analysis on how basic sustainability domains (i.e., environment, social, 
economic, and energetic) interlace. They looked at 16 sets of city assessment 
frameworks (i.e., eight smart city and eight urban sustainability assessment 
frameworks) covering 958 indicators and found a large number of indicators 
measuring environmental sustainability while smart city frameworks lacked 
environmental indicators. A strong focus was put on modern technologies 
and “smartness” in smart city frameworks compared to urban sustainability 
frameworks. 
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Similarly, the use of indicators, measures, and tools for sustainability rather 
than empirical studies of implementation was done by Lazaroiu and Roscia 
(2012), Lee et al. (2014), and Huovila et al. (2019). Huovila et al. (2019) com- 
pared seven recently published indicator standards for smart sustainable cities 
by using a taxonomy of 413 studied indicators against five conceptual urban 
focuses (i.e., types of urban sustainability and smartness),10 sectoral applica- 
tion domains (i.e., energy, transport, ICT, economy, etc.), and five indicator 
types (ie., input, process, output, outcome, and impact). Their conclusions 
enabled, among others, discrimination between indicator standards suited 
for evaluating the implementation of predominantly smart city approaches 
versus standards more focused on sustainability assessment. It was suggested 
that the implementation of smart urban IcT solutions with impact indicators 
exhibit possible aftereffects to those solutions. 

The state of the art of the concepts of sustainability and city smartness also 
include wider studies completed by Bibri and Krogstie (2017) and Lim et al. 
(2020, 2021). The former conducted a wide analysis examining the terms “smart 
sustainable cities” versus “sustainable smart cities” and found that the first cat- 
egory scored higher results, i.e., 403 to 321. Lim et als (2020) first approach 
examined a “human driven method” and aimed to address the environmental 
and social aspects of the smart city. The second, i.e., a technology-driven study, 
targeted IcT and data challenges in building sustainable agglomerations (Lim 
et al., 2021). 

In reference to these developments, it was found that Iso 37120:2014 is an 
index for measuring urban sustainability, i.e., utilizing indicators at the local 
level, that lacks standardization, consistency, or comparability over time 
or across different cities. To better focalize the index, indicators for city services 
and quality of life have been inserted as a contribution to the sustainability 
of a city — constituting part of the series of international standards — to uphold 
a holistic and integrated approach for the development of smart and resilient 
cities (ISO, 2022). The index itself is heavily discussed in the literature with 
both supporters and critics alike. Berman and Orttung (2020), for example, 
examined the index’s content using Arctic cities and proposed some poten- 
tial modifications of the standard that might improve its performance. They 
showed only half of Iso 37120:2014’s 128 indicators actually measure future- 
oriented concerns — noting the importance of characteristic features of Arctic 
cities that produce unique sustainability challenges otherwise not appraised. 

The terminology of smartability has been adopted by some European 
(i.e, CEN-CENELEC, 2015) and ETSI, 2015) and international (i.e., ITU, 2016) 
standardization bodies and plays an important role in piecing together the 
most recent developments of the two title concepts in the real world. Today, 
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sustainability and smartness of cities have much in common and form the 
partial bedrock of future city development in response to the rapid growth of 
urbanization worldwide. 


3 General Concepts and Indicators Used in Interlinking 
Sustainability and Smart Cities 


3.1 Premises 

Smartness of cities can be identified by the broad understanding of the quality 
of life of everyday citizens — i.e., how they feel psychologically, mentally, and 
physically as inhabitants of a given urban area — constituting a geographical, 
structurally defined, and administratively controlled residential environment. 
Sustainability, in turn, literally means the ability of something to maintain 
or “sustain” itself over time. This, however, is contemporarily defined as the 
need for economic and civilizational development in terms of the natural 
resources people have been “equipped” with as well as their ability to secure 
those resources for future generations. It can, ultimately, be conceived as a syn- 
onym of the widely understood term of well-being or “good” existence lived in 
concordance with nature, society, and to the satisfaction of broadly seen human 
needs in environmental, social, and economic perspectives (Elkington, 2018). 

However, as both concepts are related to socioeconomic categories, defined 
quantitatively and qualitatively, and presented in various sources to under- 
stand how actually “sustainability” and “smart cities” are intertwined, the 
details of measuring them is explored. It is indispensable to investigate their 
relationship in both conceptual and practical terms, i.e., how they are denoted 
and reflected by indicators and data. Progress in measuring reflects, among 
many benefits, the real practical engagement of international and global 
bodies in realizing their functionality and best practices. 

To examine a stricter conceptual axis of the interrelation between sustain- 
ability and smart cities, it is necessary to assess the current state of global 
goods. Moreover, to identify this, a direct reference to Agenda 2039, as an indis- 
putable pillar of the global sustainability strategy, should be acknowledged. 
Established by the UN General Assembly in 2015, the spGs and specifically 
SDG u (“Sustainable cities and communities”) interconnect with Agenda 2030. 
It is divided into five areas of critical importance for humanity and the planet 
(i.e., the so-called 5Ps) via 17 SDGs and their related 169 targets. 

To date, UN member states commit themselves to working towards the main 
targets such as the eradication of poverty and hunger, fulfillment of human 
individual potential in terms of dignity and equality, and living in a healthy 
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environment. In the very essence, the Agenda, which is an unprecedented 
event in the history of mankind, puts people at the very center of its interest. 

Hence, looking for the commonalities between two concepts is an obliga- 
tory start to see how city smartness can play an important role for urban inhab- 
itants and their well-being. SDG u’s official mission is to “make cities inclusive, 
safe, resilient, and sustainable” (UN, 2015a). The idea of building intelligent 
cities is to provide primarily high-quality conditions for living by linking the 
two concepts and, ultimately, satisfying urban space by providing a “good life” 
for its inhabitants. This, in turn, comes down to the factors that can assure 
mental and physical health in which organizational, infrastructural, and tech- 
nical (i.e., in conjunction with modern technologies) favor city development 
(Russo & Cirella, 2020). In sum, this fully responds to sustainability’s ultimate 
goal — the well-being of human beings. 

Such an approach also complies with the primary vision of the smart city 
model as represented by Lazaroiu and Roscia (2012, p. 327), i.e., a community “of 
average technology size, interconnected and sustainable, comfortable, attrac- 
tive, and secure.” As Girardi and Temporelli (2017, p. 810) stressed, the smart 
city paradigm “aims to improve citizens’ quality of life in a scenario where the 
percentage of people living in urban areas is getting higher and higher.” 

The issue of creating good space for living is underlined by Addanki and 
Venkataraman (2017) who addressed the issue of developing new sustainable, 
accessible, and well-connected cities of future. The approach stressing the role 
of smart cities in creating widely understood, sound urban space complies 
with the definition presented by Anand et al. (2017, p. 21). They recognized 
the “efficient city center providing high quality of life by optimally using its 
resources.” Calvillo et al. (2016, p. 273) described the smart city as “a sustainable 
and efficient urban center that provides a high quality of life to its inhabitants 
through optimal management of its resources.’ 

Ahvenniemi et al. (2017) underlined that the general goal of smart cities is to 
improve sustainability with help of technologies. Moreover, it corresponds to 
the way a smart sustainable city is understood by many international bodies. 
For example, the International Telecommunication Union defines it as “an 
innovative city that uses ICTs and other means to improve quality of life, 
efficiency of urban operation and services, and competitiveness, while ensur- 
ing that it meets the needs of present and future generations with respect to 
economic, social, environmental as well as cultural aspects” (ITU, 2016). 

Itshould be mentioned that smart cities are conditioned by the development 
of digitalization, ICTs, and eco-friendly transport; the concept — as a whole — 
is still relatively new. Considering this, the conditions or factors responsible 
for satisfying community mental and physical health are directly a result of 
the organizational, spatial, and structural aspects of city smartness. Table 16.1 
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TABLE 16.1. Mental and physical health factors that affect organizational, spatial, and structural aspects 
of sustainability and city smartness 


City Factor Definition 
inhabitants 
Mental — overcrowdingand — well developed, punctual, fast, and modern public 
health internal accessi- transport network 
bility — regulations targeted at discouraging the use of private 


cars within the city center together with solutions such 
as park-and-ride for those commuting from the suburbs 
— policies restraining the overbuilding of the city territory, 
i.e., the construction of new residential sites restrictions 
and destroying the city space (e.g., damaging green 
areas, walking space, and general accessibility) 
— solutions to counteract traffic jams 
— noise level — develop regulations to lower the noise level in cities 
— implement regulations to counteract acoustic smog 
from worsening using green spaces 
— living space — provide enough living space as a fundamental 
condition for quality living 


— social well-being friendly, social environment to assure daily living 
— implementation of projects and regulations against 


any form of discrimination 


— medical careand — adequate access to mental and psychiatric care, health 
health services services, and rehabilitation for all inhabitants 
Physical — clean environment - having clean, unpolluted air, water, and food 
health — using clean and low emission technologies (i.e., CO , 


NO,, PM, , PM. , etc.) 
— regulating energy resources for central heating and 
urban transport 
— adequate legal regulations concerning energy 
resources and infrastructure 
— high quality sanitation equipment 
— solutions caring for healthy food supply 
— modern waste management 
— medical supplies — adequate supply of medical supplies 
— security — adequate security for the protection against physical 
assault, violence, war, etc. 


SOURCE: OWN ELABORATION 
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presents a current practical overview of how city smartness has developed, 
given the reviewed conceptual assessments and based on the available litera- 
ture, datasets, and indices. 

A practical examination of the commonalities between the two concepts, 
viewed through concrete indicators and data collected by various interna- 
tional organizations, pinpoints unique combinations inhabitants of a city 
may find essential to live adequately. The detailed analysis of the indicators 
reflecting the two concepts is based on the following sources: (1) the Depart- 
ment of Economic and Social Affairs of the United Nations (DESA) indicators 
of sustainable development (i.e., the precursor indicators of the spGs) and 
Eurostat sustainable development indicators to represent sustainability and 
(2) SCI, CIMI, CFI, and CITYkeys to evaluate city smartness. From an overarch- 
ing standpoint, steps to improve mental and physical health should also be 
taken into account by way of city planning and the modernization of manage- 
ment, infrastructure, and digital solution processes. Based on the collated data 
a “general typology” is formulated to summarize the indicators used by catego- 
rizing them within defined common areas. 


3.2 Sustainability Indicators 

Sustainability is recognized and implicit to represent the three pillars of sus- 
tainability — i.e., environmental, social, economic principles. To observe and 
record the effects of implementing these principles a wide variety of metrics, 
indicators, and indices as well as different benchmarks, audits, sustainability 
standards, reporting, and certification systems have been tried and tested, and 
continue to the developed and improved. Some of the more comprehensive 
and complicated aspects of these measures is that they are applied over a wide 
range of spatial and temporal scales (Alawadhi et al., 2012; Anand et al., 2017) 
and are usually treated in various combinations since environmental, social, 
and economic facets interrelate. 

Furthermore, they are also addressed in different disciplines and fields of 
work, e.g., environmental, social, and governance reporting and triple bottom 
line (TBL) accounting focus on enterprises and the corporate business sector, 
while the World Sustainability Society environmental sustainability index and 
environmental performance index refer to the governance of individual coun- 
tries. As an alternative approach, the UN Global Compact Cities Programme 
explicitly utilizes the Circles of Sustainability method to assess sustainability 
and manage projects connected with socially sustainable outcomes. 

In terms of global metrics and how they fit into the bigger picture of sus- 
tainability, example metrics of the three pillars exhibit the multidimensional 
nature of what is functional (or dysfunctional) in society and how a system is 
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maintained. For example, global environmental sustainability examines global 
warming potential, ozone depletion potential, energy resources use, aerosol 
optical depth photochemical ozone potential, waste treatment, freshwater use, 
and acidification potential. Key global social indicators look at employment 
and unemployment, health and safety, education, housing and living condi- 
tions, regional cohesion, and social security. International gridded economic 
datasets consider gross domestic product (GDP) per capita, purchasing power 
parity, income distribution, trade balance, and foreign direct investment. 

Hence, in order to organize the disorder in selecting the metrics, spe- 
cific organizations have grouped them into different categories and defined 
methodologies to implement specific measures. Several modeling techniques 
and indices compare and convert the scientific measures into easy-to- 
understand terms. In this case, the sDG s will be interrelated with the System of 
Integrated Environmental and Economic Accounting to formulate the primary 
source data in measuring the Agenda 2030 plan. Secondary sources will collate 
the Eurostat sustainable development indicators, i.e., a database structured 
along the SDGs, in which each particular goal is given a set of indicators, 
making the database both exhaustive, overall, and detailed. Over the past two 
decades, sustainability indicators have substantially evolved and show prom- 
ise in better establishing sustainable development processes. The growing 
number of sustainability indicators is an evolving process that correlates with 
human - nature relations (i.e., at the ethos level), scientific discovery, and tech- 
nological advancement to measure them. 


3.3 City Smartness Indicators 

In terms of urban environments, the idea of creating smart cities corresponds 
with the growing changes to sustainability indicators and shows promise for 
developing indicators in line with people's values as well as exposure level to 
understanding what is being measured. In this case, an overview of the four 
indices used to examine city smartness takes into account a wide perspec- 
tive structured on mental and physical health of city inhabitants in Poland. 
First, SCI is presented as an index that collects data and information based on 
five indicators, i.e., from a list of 15, perceived as the most urgent. To perform 
this, information on the indexed cities is categorized according to UN Human 
Development Index and its three components: education. life expectancy, and 
per capita income. The methodology is formulated into two questionnaire 
pillars for which perceptions from residents are solicited: the “Structures” pil- 
lay, referring to the existing infrastructure of the city, and the “Technology” 
pillar, which describes the technological provisions and services available to 
the inhabitants. Then, priority areas (i.e., health and safety, mobility, activities, 
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opportunities, and governance) are evaluated from the point of view of being 
more or less important for the city (IMD, 2021). 

Second, CIMI examines 101 indicators for 174 cities, across 80 countries, of 
which 79 are capital cities. The index aggregates nine key dimensions: human 
capital, social cohesion, economy, governance, environment, mobility and 
transportation, urban planning, international projection, and technology. 
Each field is represented by a set of indicators which is cross-referenced with 
another source (e.g., UNESCO, World Happiness Index, Euromonitor, Open- 
StreetMap, Numbeo, Walk Free Foundation, Nomad List, etc.) and linked 
strategically to create a novel economic and social perspective of each city’s 
entrepreneurial spirit, innovation, and social cohesion (IESE, 2020). 

Third, EasyPark CFI integrates ICT to evaluate the level of technologi- 
cal advancement of cities using four categories: digital life, mobility innova- 
tion, business tech infrastructure, and environmental footprint. This index 
aims to find the most intelligent and future-proof cities in the world to unveil 
which cities are “best adopting new technological solutions to improve their 
sustainability and livability” (EasyPark, 2022). The index ranks the top 50 smart 
and future-proof cities worldwide in each category and cross-references its 
data from leading sources, such as the World Bank and International Monetary 
Fund. 

Fourth, the CITYkeys project ranks European cities using six characteris- 
tics: smart economy (i.e., economic competitiveness as innovation, entrepre- 
neurship, trademarks, productivity, and flexibility of the labor market), smart 
people (i.e., education, social interactions, and openness towards the “outer” 
world), smart governance (ie., political participation, services, and local 
and international accessibility), smart mobility (i.e., availability of icr and 
transport), smart environment (i.e., natural conditions, pollution, resource 
management, and environmental protection), and smart living (i.e., quality of 
life, culture, health, safety, housing, and tourism). 

It is worth mentioning that the four indices utilize different measuring tech- 
niques to formulate their overall score. Nonetheless, in doing so, they all hold 
strong to the premise that city smartness can be improved and through accu- 
rate and controlled measure make things better for urban development and 
city life. 


3.4 Building a General Typology of the Two Title Concepts 

As a result of the investigated databases and indices used to assess commonal- 
ity between sustainability and smart cities, Table 16.2 interlaces mental and 
physical health conditions as a requisite to defining a general typology of the 
two concepts. A typological breakdown is illustrated by intertwining “through 
the lens” of human mental and physical health (i.e., understood as the ultimate 
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TABLE 16.2 General typology of sustainability and city smartness 


Dimension Concept 


Index 


Indicator 


Ecological Sustainability DESA 


safeguard 


Eurostat 


percentage of population using solid fuels for 
cooking 

emissions of greenhouse gases 

co, emissions 

consumption of O, depleting substances 
ambient concentration of air pollutants in 
urban areas 

wastewater treatment 

GDP per capita 

material intensity of the economy 

domestic material consumption 

share of renewable energy sources in total 
energy use 

generation of waste 

generation of hazardous waste 

waste treatment and disposal 

management of radioactive waste 

area under organic farming 

harmonized risk indicator for pesticides, by 
groups of active substances 

(source: DG SANTE) 

NH, emissions from agriculture (source: EEA) 
NO, in groundwater (source: EEA) 

estimated soil erosion by water, area affected by 
severe erosion rate (source: JRC) 

biochemical O, demand in rivers (source: EEA) 
phosphate in rivers (source: EEA) 

water exploitation index plus (source: EEA) 
share of renewable energy in gross final energy 
consumption by sector 

greenhouse gas emissions intensity of energy 
consumption as well as by source sector (source: 
EEA, Eurostat) 

air emission intensity from industry 

tertiary educational attainment by sex 

average CO, emissions per km from new 
passenger cars (source: EEA, DG CLIMA) 
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TABLE 16.2 General typology of sustainability and city smartness (cont.) 
Dimension Concept Index Indicator 


circular material use rate 

generation of waste excluding major mineral 
wastes by hazardousness 

gross value added in environmental goods and 
services sector 

mean near-surface temperature deviation 
(source: EEA) 

climate-related economic losses by type of 
event, using the EU aggregate (source: EEA) 
contribution to the international US$100 bn 
commitment on climate related expending 
(source: DG CLIMA, EIONET) 

population covered by the Covenant of Mayors 
for Climate and Energy signatories (source: 
Covenant of Mayors) 

share of renewable energy in gross final energy 
consumption by sector 

global mean ocean surface acidity (source: 
CMEMS) 

surface of marine sites designated under Natura 
2000 (source: DG ENV, EEA) 

estimated trends in fish stock biomass in the 
northeast Atlantic (source: JRC, STECF) 
assessed fish stocks exceeding fishing mortality 
at maximum sustainable yield in northeast 
Atlantic (source: JRC, STECF) 

bathing sites with excellent water quality by 
locality (source: EEA) 

marine waters affected by eutrophication 
(source: CMEMS) 

share of forest area 

soil sealing index (source: EEA) 

common bird index by type of species using the 
EU aggregate (source: EBCC) 

grassland butterfly index using the EU aggregate 
(source: EEA, BCE) 

share of environmental taxes in total tax revenues 
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General typology of sustainability and city smartness (cont.) 


Dimension 


Concept 


Index 


Indicator 


Smart cities 


SCI 


CIMI 


CFI 


— recycling services are satisfactory 

— public safety is not a problem 

— air pollution is not a problem 

— green spaces are satisfactory 

— website or app that allows residents to 
effectively monitor air pollution 

— solid waste 

— future climate 

— methane emissions 

— environmental performance index 

— co, emission index 

— pollution index 

- PM,,and PM, . 

— percentage of the population with access to the 
water supply 

— renewable water resources 

— bicycles for rent 

— congestion levels 

— time spent in traffic during a commute 

— dissatisfaction due to long commute times 

— score that measures the share of each city’s 
energy consumption that comes from 
renewable sources 

— the high score that indicates the high usage of 
renewable energy consist of (1) share of nation- 
wide energy consumed from renewable sources, 
(2) share of electricity consumption from 
renewable sources, and (3) number of certified 
green buildings 

— percentage of total buildings certified as green 
(note: cities are represented by country level 
data) 

— the high score that indicates low levels 
of waste generated and a high recycling 
rate consist of the recycling rate in 
each country and the city representation 
at the country level 
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General typology of sustainability and city smartness (cont.) 


Concept Index 


Indicator 


Quality of 
housing and 


living 


CITYkeys 


Sustainability Eurostat 


— estimated percentage increase in greenhouse 
gas emissions 

— total co, emissions from fuel combustion 

— expenditure on environment protection 

— change in CO, emissions per capita 
over time 

— number of climate laws, policies, and targets 
in place 

— sewage discharge management and water 
pollution control with 1cT measures 

— population living in a dwelling with a leaking 
roof, damp walls, floors, or foundation or rot in 
window frames, by poverty status 

— population having neither a bath, or a shower, 
or indoor flushing toilet in their household, by 
poverty status 

— population unable to keep home adequately 
warm, by poverty status 

— overcrowding rate, by poverty status 

— population connected to at least secondary 
wastewater treatment 

— bathing sites with excellent water quality by 
locality (source: EEA) 

— population living in households 
considering that they suffer from noise, 
by poverty status 

— settlement area per capita 

— general government total expenditure on law 
courts 

— perceived independence of the justice system 
(source: DG COMM) 

— Corruption Perceptions Index 
(source: Transparency International) 

— population with confidence in EU 
institutions by institution 
(source: DG COMM) 
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Dimension 
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General typology of sustainability and city smartness (cont.) 


Concept 


Index 


Indicator 


Smart cities 


SCI 


CIMI 


Transport and Sustainability DESA 


accessibility 


Smart cities 


Eurostat 


SCI 


— basic sanitation meets the needs of the poorest 
areas 

— finding housing with rent equal to 30% or less of 
a monthly salary is not a problem 

— online platform where residents can propose 
ideas has improved city life 

— processing identification documents online to 
reduce waiting times 

— number of people per household 

— percentage of the urban population with 
adequate sanitation services 

— percentage of population having 
paid bribes 

— adult secondary (tertiary) schooling attainment 
level 

— lifelong learning 

— bathing water quality 

— share of women in wage employment in the 
non-agricultural sector 

— modal split of passenger transportation 

— modal split of freight transport 

— patent applications to the European Patent 
Office 

— overcrowding rate by poverty status 

— Vshare of buses and trains in total passenger 
transport 

— traffic congestion is not a problem 

— public transport is satisfactory 

— most children have access to a good school 

- lifelong learning opportunities are provided by 
local institutions 

— minorities feel welcome 

— information on local government decisions is 
easily accessible 

— corruption of city officials is not an issue of 
concern 
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TABLE 16.2 General typology of sustainability and city smartness (cont.) 


Dimension Concept 


Index 


Indicator 


Safety Sustainability 


Smart cities 


Technological Sustainability 
advancement 


CIMI 


CFI 


Eurostat 


CIMI 


DESA 


residents contribute to decision-making of local 
government 

residents provide feedback on local government 
projects 

secondary or higher education 

schools 

business schools 

expenditure on education 

female-friendly 

female employment ratio 

bicycle, moped, and scooter rental 

bicycles per household 

bike sharing 

traffic inefficiency index 

exponential traffic index 

traffic index 

length of the metro system 

metro stations 

high-speed train 

commercial vehicles in the city 

highly ranked universities for computer science 
degrees 

highly ranked universities for engineering 
degrees 

overall number of parking spaces per capita 
physical safety 

economic safety 

economically vulnerable groups 

violence and crime rates 

crime rate 

Peace Index 

homicide rate 

number of internet users per 100 

inhabitants 

mobile cellular telephone subscribers per 100 
inhabitants 
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Dimension 
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General typology of sustainability and city smartness (cont.) 


Concept 


Index 


Indicator 


Smart cities 


Eurostat 


SCI 


CIMI 


gross domestic expenditure on R&D by sector 
R&D personnel by sector 

high-speed internet coverage, by type of area 
(source: DG CNECT, Eurostat) 

exposure to air pollution by PM (source: EEA) 
recycling rate of municipal waste 

population connected to at least secondary 
wastewater treatment 

online reporting of city maintenance problems 
provides a speedy solution 

website or app that allows residents to easily 
give away unwanted items 

free public Wi-Fi to improve access to city 
services 

arranging medical appointments online 
car-sharing apps and bicycle hiring to reduce 
congestion 

apps that direct you to an available parking 
space to reduce journey time 

online scheduling and ticket sales to make 
public transport easier to use 

providing information on traffic congestion 
through mobile phones 

online services provided by the city to make it 
easier to start a new business 

current internet speed and reliability to meet 
the connectivity needs of the city’s inhabitants 
e-government Development Index 

research centers 

open data platform 

3G coverage 

Innovation Index 

internet 

online banking 

online video calls 

LTE/WiMAX 
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TABLE 16.2 General typology of sustainability and city smartness (cont.) 


Dimension Concept Index 


Indicator 


CFI 


mobile phone penetration ratio 

personal computers 

telephony 

mobile telephony 

internet speed 

Web Index 

Wi-Fi hotspots 

number of app downloads and ranking in food, 
navigation, travel, education, and financial 
service categories 

National Digital Infrastructure Index 

Digital Economy Score 

development of e-government services 

Health Care Quality and Access Index 

number of startups in the health-care sector in 
each city, both in absolute terms and on a per 
population basis 

number of app downloads and ranking in the 
health-care and medical categories, excluding 
reference and utility apps 

number of parking spaces capable of accepting 
digital payments 

number of parking technology providers 
operating in the city 

civilian adoption of parking technology 

level of parking technology implementation 
electric cars per capita and new electric car 
sales 

electric car charging stations per capita 

co, emissions 

Health care, lifestyle services, and media 
financial services 

percentage of the population that is in favor of a 
cashless society 

percentage of the population that has been 
cashless since the beginning of the pandemic 
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General typology of sustainability and city smartness (cont.) 


Dimension 


Concept Index 


Indicator 


Social 
environment 


CITYkeys 


Sustainability Eurostat 


number of cashless retail transactions per 1,000 
adults 

credit card and debit card ownership 
percentage of the population that paid bills or 
bought something online in the past year 
internet services and median download and 
upload speeds 

5G deployment and government efforts to 
promote 5G 

5G availability in major cities and number of 5G 
providers per city 

number of ways in which citizens can commu- 
nicate with the municipality (e.g., phone, mail, 
social media, etc.) 

increased computer literacy of elderly people 
proportion of homes using smart home 
monitoring systems 

number of infrastructure components with 
installed sensors (i.e., traffic, public transit, 
parking, waste, water, and public lighting) 
number of services integrated in a singular 
operations center delivering real-time data (i.e., 
ambulance, emergency and disaster response, 
fire, police, weather, transit, and air quality) 
number of smart apps developed using open 
data platforms 

internet penetration rate 

share of intelligent buildings 

use of smart mobility apps and share of electric 
car owners in the district 

access to high-speed internet 

access to public Wi-Fi internet connection 
early leavers from education and training by sex 
early leavers from education and training, by 
citizenship 

tertiary educational attainment by sex 


366 DOMANSKA AND CIRELLA 
TABLE 16.2 General typology of sustainability and city smartness (cont.) 
Dimension Concept Index Indicator 
— participation in early childhood education by 
sex (children aged 3 and over) 
— underachievement in reading, math, and 
science (source: OECD) 
— adult participation in learning by sex 
— energy import dependency by products 
Economic Sustainability DESA — ratio of share in national income of highest to 
development lowest quintile 


— population growth rate 

— total fertility rate 

— dependency ratio 

— ratio of local residents to tourists in major 
tourist regions and destinations 

— percentage of population living in hazard prone 
areas 

— investment share in GDP 

— savings rate 

— adjusted net savings as percentage of gross 
national income (GNT) 

— inflation rate 

— debt-to-GNI ratio 

— employment — population ratio 

— vulnerable employment 

— labor productivity and unit labor costs 

— gross domestic expenditure on R&D as a per- 
cent of GDP 

— current account deficit as percentage of GDP 

— share of imports from developing countries and 
from lesser developing countries 

— average tariff barriers imposed on exports 
from developing countries and from lesser 
developing countries 

— net official development rate 

— assistance given or received as a percentage of 
GNI foreign direct investment net inflows and 
net outflows as percentage of GDP 
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Dimension 
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General typology of sustainability and city smartness (cont.) 


Concept 


Index 


Indicator 


Eurostat 


remittances as percentage of GNI 

annual energy consumption, total and by main 
user category 

intensity of energy use, total and by economic 
activity 

energy intensity of transport 

people living in households with very low work 
intensity 

share of individuals having at least basic digital 
skills, by sex 

gender pay gap in unadjusted form 

gender employment gap 

inactive population due to caring 
responsibilities by sex 

seats held by women in national parliaments 
and governments (source: EIGE) 

positions held by women in senior management 
positions (source: EIGE) 

early leavers from education and training by sex 
tertiary educational attainment by sex 

primary energy consumption 

final energy consumption 

final energy consumption in households per 
capita 

energy productivity 

real GDP per capita 

investment share of GDP by institutional 
sectors 

young people neither in employment nor in 
education and training by sex 

young people neither in employment nor in 
education and training by citizenship 
employment rate by sex 

employment rate, by citizenship 

long-term unemployment rate by sex 

in work at-risk-of-poverty rate 
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TABLE 16.2 General typology of sustainability and city smartness (cont.) 


Dimension Concept Index Indicator 


inactive population due to caring responsibili- 
ties by sex 

— resource productivity and domestic material 
consumption 

— purchasing power adjusted GDP per capita 

— adjusted gross disposable income of households 
per capita 

— relative median at-risk-of-poverty gap 

— income distribution 

— income share of the bottom 40% of the 
population 

— asylum applications by state of procedure 

— people at risk of poverty or social exclusion by 
degree of urbanization 

— road traffic deaths, by type of roads 
(source: DG MOVE) 

— population reporting occurrence of crime, 
violence, or vandalism in their area by poverty 
status 

— resource productivity and domestic material 
consumption 

— energy productivity 

— official development assistance as share of GNI 
(source: OECD) 

— EU financing to developing countries by 
financing source (source: OECD) 

— EU imports from developing countries by 
country income groups 

— general government gross debt 

Smart cities SCI — employment finding services are readily 
available 

— businesses are creating new jobs 

— CCTV cameras has made residents feel safer 

— online access to job listings has made it easier to 
find work 

— ITC skills are sufficiently taught in schools 
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Dimension Concept Index Indicator 


CIMI — Gini Index 
— unemployment rate 
CFI — number of startups in the health care, lifestyle, 
and internet service sectors in each city, both in 
absolute terms and on a per population basis 


Abbreviations for sources: BCE = Butterfly Conservation Europe; CMEMS = Copernicus Marine 
Environment Monitoring Service; DG CLIMA = Directorate-General for Climate Action; 

DG CNECT = Directorate-General for Communications Networks, Content and Technology; 

DG COMM = Directorate-General for Communication; DG ENV = Directorate-General for the Environment; 
DG MOVE = Directorate-General for Mobility and Transport; DG SANTE = Directorate-General for Health 
and Food Safety; EBCC = European Bird Census Council; EEA = European Environment Agency; 

EIGE = European Institute for Gender Equality; EIONET = European Environment Information and 
Observation Network; JRC = Joint Research Centre; OECD = Organisation for Economic Co-operation and 
Development; STECF = Scientific, Technical and Economic Committee for Fisheries 

SOURCE: OWN ELABORATION 


goal of sustainability) how the given dimensions — using currently available 
datasets — is defined. 

The broader categories of the topology are defined in seven dimensions: 
ecological safeguard, quality of housing and living, transport and accessibility, 
safety, technological advancement, social environment, and economic devel- 
opment. Specifically, within each dimension, the two concepts have divided 
the indices accordingly, i.e., sustainability (DESA and Eurostat) and smart cit- 
ies (SCI, CIMI, CFI, and CITYkeys). The exact metrics of each indicator is not 
presented in full due to the length and explanation each individual indicator 
uses to calculate its measure. 

The analysis can lead to further studies that may identify what the most com- 
monly used smart city indices lack in view of sustainability, e.g., which indica- 
tors are least or not considered, so as to make the measures better focused 
and sustainability oriented. This, however, is outside the scope of this chapter 
and should be considered in the future. As such, this framing can be applied 
in other research aimed at analyzing the activities or projects implemented in 
settlements in other countries. For sake of space ands focus, Section 3 deals 
with a case research in Poland identifying projects and best match examples of 
interlinking sustainability and city smartness in Polish cities. 
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4 Case Research on Smart Projects, Settlements, and Cities in Poland 


4.1 Progress, Financial Opportunities, and European Union Support 

As an interlinking example of sustainability and city smartness, the EU has 
been at the forefront of this effort to develop responsibly in a forward-thinking 
manner. The implementation of the sustainability and smart city agenda spe- 
cifically in Poland has been picking up nationally as well as from a top-down 
EU perspective. 

Recently, Polish cities have made enormous progress in their use of ICT in 
several dimensions, including urban social, public, and economic life. It is 
fair to say that almost everything in the country has become digitalized. To 
achieve these high standards and performance Polish settlements and cities 
have strived to be “smart” by implementing a variety of solutions in line with 
the indicators presented in Table 16.2. 

Moreover, since Poland has only been a market-oriented economy for about 
25 years (i.e., dating back to the collapse of communism in 1989 and then being 
transformed from a centrally planned to market-oriented economy in the early 
1990s), most changes took place only after it joined the EU in 2004 and started 
receiving enlargement support. EU funds kick-started the country by offer- 
ing trade concessions, economic and financial assistance, and assistance for 
reconstruction, development, and stabilization. Polish municipalities signifi- 
cantly made a giant leap forward in terms of their development. It meant that 
settlements and cities inadvertently transitioned into “the smart city era” with 
novel public systems, administration, governance, etc. In short, key steps to 
Polish settlement and city smartness truly started with the introduction of EU- 
funded projects. 

Projects related to city smartness have become popular throughout Poland. 
They are financed from a variety of public resources with substantial support 
from EU funds. In the period 2014-2020, mention can be made to the Tech- 
nical Assistance oP, oP Infrastructure and Environment, and oP Intelligent 
Development. 

Poland as the largest beneficiary of EU funds in terms of all its member 
states was allocated €67.3 billion in 2007-2013 and €105.8 billion in 2014-2020. 
According to the Ministry of Funds and Regional Policy, from 2004 Poland has 
effectively used €154.44 billion of the allocated funds to realize more than 
273,000 projects (i.e with public subsides totaling approximately €265.2 
billion). Out of these projects, Polish cities realized 17,427 of them in which 722 
initiatives were categorized as a part of the smart city agenda. 

It is important to underline that the projects associated with smart cities 
“belong” in fact to different scopes and priorities and are “categorized” under 
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various goals for funding — i.e., financed from different sources with different 
baseline goals. For example, the projects related to IcT in urban areas have 
received funding from almost all national and regional programs for the period 
2014-2020 except from the European Maritime and Fisheries Fund. Other 
development projects that focused on transport (i.e., intelligent transport 
systems and local traffic control centers), power engineering (i.e., intelligent 
energy networks), and environmental protection (i.e., automation and robot- 
ics systems in sewage treatment and incineration plants) have come from oP 
Infrastructure and Environment and ERDF. Moreover, projects involving the 
automation of processes for the construction of data exchange systems in 
cities are co-financed mostly by op Intelligent Development and ERDF. The 
European Social Fund finances, in turn, raises digital competences in areas 
related to the labor market, education, and social inclusion (e.g., digital school- 
ing aimed at developing digital skills of teachers and students and providing 
schools with the necessary ICT equipment). 

In addition, the Ministry of Investment and Development in 2017 announced 
the program-based competition called “Human Smart Cities” in which smart 
cities co-created by residents account for €18 billion that are aimed at making 
cities friendly via intelligence-based solutions. In this case, residents are co- 
responsible for their city’s urban space and take an active participation in its 
management and co-decide on how it should be developed. 

Human Smart Cities are financed from the Technical Assistance OP 2014- 
2020 and have benefited 25 projects Poland-wide (i.e., they are divided into 
three categories of cities: two large cities, 15 medium cities, and eight small 
cities). At present, the process of their implementation has been prolonged 
due to the COVID-19 pandemic. 

The idea of most Polish settlements and cities progressing (i.e., transform- 
ing) sustainably in a smart city manner is shared by many researchers and 
scholars. According to Sikora-Fernandez (2018, p. 57), “the development of 
advanced technologies, as well as increasing expenditures on research and 
development in Poland are an important contributor to the pursuit of making 
cities smarter.” Janecki and Karon (2014, p. 100) stressed that in Poland “the 
intelligent city is characterized by investments in social capital, transport, 
communication infrastructure, fuel and sustainable economic development, 
and quality of life. A key determinant of these characteristics is cost-effective 
use of natural limited resources.’ 

Furthermore, it cannot be understated that in Poland the rudimentary 
definition for city smartness, the sustainability of a city’s economy, and its 
areas of operation are based on social participation and focused on high- 
quality two-way communication between city authorities and its inhabitants 
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(Stawasz & Sikora-Fernandez, 2016). This, by in large, is the model supported 
(and funded) by the EU as asserted by Stawasz and Sikora-Fernandez’s (2016) 
examination of contemporary problems of the functioning and development 
of cities in Poland. It explicitly looked at the main barriers to urban develop- 
ment as well as the main problems and their consequences for the develop- 
ment of Polish cities. 


4.2 Positive Sustainability and Smart City Development in Poland 

In terms of sustainability-based initiatives and projects in Poland, extensive 
use of digital solutions both in larger cities and smaller settlements have 
been advancing all over the country. These projects are developed mostly 
in the areas of transport combined with ecology and energy efficiency (e.g., 
environmentally friendly public transportation), intelligent municipal grids, 
tourism, public administration, and urbanization initiatives. In terms of 
transport design, several fundamental improvements, funded by the EU, 
have paralleled Poland’s extremely fast development, which has increasingly 
demanded better transport accessibility. For instance, in 2018 Poland had 
1.6 million new passenger cars — an increase of 6.7% from the year precedent. 
In comparison, a decade earlier, in 2008 the increase was 50% less, i.e., 3.3%. 
This type of change has complemented its expanded highway network and 
urban reconstruction of settlements and cities towards a fast-tracked smart 
way of thinking. 

In the era of sustainable development in Europe (i.e. versus pre- 
implemented sustainability-based principles), Poland’s timely entry into the 
EU and its cohesion as a nation to develop and follow EU guidelines allowed it 
to modernize and advance smartly and efficiently as one of the fastest growing 
pre-COVID pandemic member states (European Commission, 2019; Eurostat, 
2020). Several other positive changes Polish cities have experienced include 
the replacement of diesel-fueled motor vehicles with electric ones. This has 
helped in bettering urban air quality devices that operate via the Internet of 
Things and advanced public communication directives. 

Additional change has sparked the modernization of tram lines and addi- 
tional bus and trolleybus lines, i.e., in some cities, by integrating them into one 
supratransportation network. Moreover, the network can include bicycling 
(e.g, bike lanes) and pedestrian systems (e.g., pedestrian paths) to help facili- 
tate smarter and more sustainable city designs. In effect, EU funds have supple- 
mented domestic governmental resources to reduce (and eliminate) obsolete, 
old-fashion, and unecological rolling stock to be replaced with comfortable, 
clean, and eco-friendly transportation vehicles using advanced technological 
steering systems. 
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To the wider environment-friendly transport systems, many Polish cities 
have also upgraded their eco-vehicles to include city bikes, electric scooter 
rentals, and hybrid and electric car sharing systems. Generally, this has fos- 
tered a strong, positive societal reaction for the use of intermodal transport in 
urban commuting using several different transport modes (e.g, park and ride, 
kiss and ride, and park and bike). 

An important aspect of the “smartness” of Polish settlements is their 
“eco-friendliness,” i.e., environmental protection and energy efficiency to 
reduce energy consumption and emission levels. Among the energy-smart sys- 
tems, in conjunction with eco-transport, there has been several changes to the 
street light systems in Poland by adopting energy-efficient technologies such 
as the 1 watt system (e.g., Sitraffic One introduced by Siemens) used for traffic 
lights, controllers, pedestrian buttons, and acoustic devices. Many cities, e.g., 
Wroclaw, replaced their municipal light bulbs with LEDs. Such tools bring not 
only less air pollution but also financial savings for the municipalities. 

Moreover, Polish metropoles started to implement and run “smart grid” 
solutions. Smart electric grids are elements that are intelligently connected to 
enhance the overall functionality of the power delivery system, ensure reli- 
ability, optimize energy usage, and minimize environmental impact (Gontar, 
2018). Other programs involve installing renewable energy facilities on pub- 
lic buildings, implementing intelligent building solutions, and supporting 
local energy utilities in new energy demand programs (e.g., the deployment 
of advanced metering solutions) (Gontar, 2018). Correspondingly, in Wroclaw, 
a modern water supply network system, called SmartFlow, was implemented 
in 2014, to save water. In its first year of operation, the city conserved about 
500 million liters of water and reduced losses in the water supply network by 
9% (SmartFlow, 2021). 

In the field of municipal waste management numerous Polish cities have 
introduced eco-friendly 1cT solutions, e.g., Warsaw, Cracow, Wroclaw, and 
Tychy. Throughout the country, a disposal system that utilizes a free app on a 
smartphone can inform the date of removal of waste from individual districts 
as well as rebound bulky waste and waste segregation. Such apps also contain 
links to environmental organizations and information about ecological events 
(Kola-Bezka et al., 2016). Wroclaw participates in the Smart Waste Manage- 
ment project, which aims, among other things, to optimize waste collection 
and reduce the related exhaust emissions. 

On another front, tourism throughout Polish cities has integrated several 
smart-oriented projects in which most link 1cT solutions (i.e., mobile solu- 
tions) such as QR codes, mobile timetables, city guides, virtual museums, 
and public hotspots with a growing e-tourism market. Similarly, most Polish 
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municipalities have installed surveillance sensor networks with cameras and 
control modules to regulate urban video monitoring for congestion related 
and security measures. 

Progress in ICT advancement has specialized the digitalization and comput- 
erization of public administration to the point where most communities today 
use easily available systems that operate via two-way communication with 
public offices. Computerization of social activities enables public institutions 
to operate dedicated systems and municipal apps for different devices. Most 
Polish cities offer apps for online payments for public transport and parking 
fees. Examples of projects in this area include e-bike rentals and public trans- 
port apps that allow for the payment of e-tickets by using one’s smartphone. 

Considering the institutional procedures and services of various public 
administration offices throughout Poland, user services made by schools and 
universities, municipal sport facilities, the health-care system, social pensions 
and benefits, the court system, libraries, and transport and communication 
the trend for digitalization and use of modern ICT solutions has substan- 
tially accelerated. In all, the use of mobile apps, in conjunction with relatively 
cheap access to the internet in Poland, has allowed its citizenry to positively 
integrate and modernize an EU-centric transition. 

The majority of Polish settlements and cities have successfully implemented 
“participation budgeting” (ie., the practical realization of the Smart City 3.0 con- 
cept), in which any inhabitant can create his/her own proposal for investments 
and projects in his/her city and apply for its financing from public sources. The 
inhabitants themselves vote online for the chosen projects and decide on the 
most desired ones. In this way, local communities have a tangible opportunity 
to be included in the decision-making process, in managing their life space, and 
in actively participating in city governance and strategic planning. 

In terms of smart projects, settlements, and cities in Poland, the last decade 
has bolstered a strong focus on sound sustainability and forward-moving smart 
city design to enrich the standard of living — inclusive of mental and physical 
health — and to facilitate public good provision with the support of interna- 
tional and supranational bodies. The long list of urban projects implemented, 
and ongoing, link the two researched concepts of sustainability and city smart- 
ness and show positive signs for current and future generations in Poland. 


5 Conclusions 


Referencing the case research from Polish cities, smart city projects that are 
co-financed with EU funds is an example of how the proposed typological 
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framework can draw general conclusions about public goods via an interna- 
tional organization. In Poland, most of the projects applied to the “ecological 
safeguard” and “transport and accessibility” dimensions. The provided cities 
in Poland had developed high-quality, comfortable, safe, and — most of all — 
eco-friendly transport (i.e., via electric, hybrid engines, etc.) which represents 
one of fundamental public goods for any city of the world. Low-emission, eco- 
logical, quiet, and safer buses, trams, and trolleybuses (and metro) has highly 
improved the quality of air in the cities and contributed to better public men- 
tal and physical health. 

It should be mentioned that in this case priority for investments in trans- 
port, especially rolling stock, was indispensable and observable with Poland’s 
accession in joining the EU in 2004. Other investments of high importance 
include accessibility and diminishing traffic congestion — both necessary for 
the ecological safeguarding of cities. Key development in this field revolves 
around intelligent transport systems implementation, which can also include 
eco-vehicles like city bikes and bike paths, electric scooter rentals, and hybrid 
and electric car-sharing systems. To date, several infrastructure projects com- 
bining city smartness with sustainability (such as intelligent municipal grids, 
new sewage treatment plants, installing renewable energy facilities on pub- 
lic buildings, and intelligent building solutions) elucidate the importance 
of combining the “ecological safeguard” and “quality of housing and living” 
dimensions to facilitate and improve inhabitant health and well-being. 

In sum, the conclusions have identified the most important EU co-financed 
projects in Polish cities. However, a long, exhaustive list of smaller and less 
significant projects and programs have all contributed to developing a link 
between sustainability and city smartness since Poland became an EU member 
state in 2004. 

As a result, the typological framework elaborated in this chapter, together 
with the discussed case research, create a base for further detailed studies 
concerning all actions and initiatives to make cities more smart, intelligent, 
and sustainable. It is recommended that future research continues to evaluate 
organization oversight by collecting data on projects that can detail and sys- 
tematically categorize interconnectedness between the two analyzed concepts. 
This should include project information, e.g., cost of the project, organization 
contribution, and impact on well-being. 

Although the analysis presented in this chapter only touches on the field, it 
does bring into light important additional deductions to how one might per- 
ceive future research implementation. Namely, international organizations 
have to play a vital role — and in some cases they are absolutely key actors — in 
helping countries become more resilient, sustainable, and responsible when 
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trying to create their public policies under this strategic direction. This very 
special role acts as a keystone when approaching, designing, managing, and 
investing in public goods in countries and applies, due to financial constraints, 
mainly to countries which are not accounted to the most highly developed, 
those under transition, or emerging. The Polish case illustrates how the EU 
significantly contributed to making its cities more eco- and social-friendly. 
It serves as an optimal example of combining international support with 
national strengths to the success of integrating sustainability and city smart- 
ness into practice. 

Notes: Research presented in this chapter constitutes a part of the imple- 
mentation of the project “Smart Cities: Modelling, Indexing and Querying 
Smart City Competitiveness,” funded by the National Science Centre (NCN) in 
Poland, OPUS 20, Grant no. DEC-2020/39/B/HS4/00579. 
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Evaluation and Conclusions 


Ewa Latoszek and Agnieszka Ktos 


1 Introduction 


The role of international organizations (10s) in responding to global and 
regional challenges related to economic, financial, and social changes has 
increased significantly over the past decade. Given the need for a specific 
“platform” of discussion that would result in the development of solutions to 
problems related to economic, financial, and social changes, the importance of 
10s has been growing. The need to work out solutions through a compromise 
stimulates interactions between states and the development of mechanisms 
facilitating an effective delivery of global public goods (GPGs) in accordance 
with international principles and norms (Hooghe et al., 2019, pp. 2-5). In the 
globalized world, access to public goods provides benefits that go far beyond 
formal (political and geographical) borders of states, regions, and continents. 
Their indirect impact is, therefore, visible on a much larger scale than intended 
by their suppliers (Kaul et al., 1999; Stiglitz, 2003; Altvater, 2007; Kaul, 2001; 
Felicio, 2005; Engerer, 2011). In today’s world of increasing global uncertainty 
created by political, geo-economic, and social tensions, a new policy of provid- 
ing and regulating GpGs by 10s is at the core of global sustainable develop- 
ment (Hughes, 1991; Sandler, 1999). Despite systemic changes introduced over 
the past decades to the functioning of economies and to the process of solving 
problems related to various types of crises, conflicts, etc., societies and decision- 
makers, including international organizations, are still looking for answers to 
important questions: How can peace and democracy be maintained? How can 
global warming be curbed? How can we prevent future pandemics and keep 
them in check? How can we avoid global economic and financial crises? 


2 Conclusions 


This publication fills the existing gap in research on the activities of 10s to 
find the multilateral consensus on providing and managing GPGs for fostering 
sustainable development to meet the needs of the increasingly interconnected 
worlds in the 21st century. The monograph is a synthetic analysis showing how 
the evolution of 10 policy and activities under new global challenges in the 
world affects and thus increases the sustainability of member states through 
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making GPGs more manageable. The nature and comprehensiveness of these 
processes require an interdisciplinary perspective, a multi-aspect analysis of 
the most important dimensions of contemporary GPGs and the ways of regu- 
lating as well as improving their provision by the 10 to foster their impact on 
the sustainable development of member states. 

The book provides answers to a number of important questions identi- 
fied in the introduction and in subsequent chapters. As the world, economy, 
and politics are constantly changing, the reader is encouraged to reflect on 
the multilevel and multi-factor functioning of the world, including globaliza- 
tion processes, the role, place, and functioning of 10s, their impact on indi- 
vidual states, their economy, and society. This book can encourage reflection 
on future directions of research, without providing a closed catalogue of issues 
related to the distribution of public goods by 10s in their attempt at creating 
appropriate conditions for a more sustainable economy. 

The book’s conclusions indicate that GPGs cannot be adequately and suf- 
ficiently provided by national governments acting unilaterally, and therefore 
cooperation among multiple countries is necessary. It is important to improve 
effectiveness in the provision of GPGs through accountability measures 
aimed at increasing compliance with sustainable development and deliver 
better results by influencing member states’ policies not only for more effec- 
tive implementation, but also for adequately securing (private and public) 
support for GPGs. The global governance system has grown in number and 
types of partners, size, issue coverage, intrusiveness of instruments, and com- 
plexity of operational forms. All intellectual property organizations taken 
together show a significant increase in the authority of the 10s and a shift 
away from national states and private organizations, but the authority of the 
10s is increasingly questioned. One way to improve the functioning of 10s is 
to change the institutional structure, and another is to increase management 
methods. 

One important conclusion is that the existing system of international rela- 
tions is subject to fierce competition; it is also becoming increasingly anarchic. 
Many 10s have been endowed with appropriate instruments or mechanisms 
to ensure the peaceful existence and functioning of their member states. 
Unfortunately, with the exception of internal relations within NATO and the 
EU, none of them has managed to pursue its principles, attain its goals, or 
carry out the tasks for which they have been established in the first place. This 
indicates the existence of certain weaknesses within the global community 
architecture. These need to be addressed. There is an urgent need to reform 
IOs, starting with the United Nations, the OSCE and a number of regional 
organizations, such as the Council of Europe. 


382 LATOSZEK AND KŁOS 


In terms of migration, global governance is highly fragmented and consists 
of overlapping regimes that address different aspects of human mobility or 
different “types” of migration. The UNHCR, as the “custodian” of the interna- 
tional refugee regime, has played a key role in linking the Global Compact on 
Refugees with Sustainable Development Goals; it remains a crucial actor in the 
process of implementing it, actively combining sustainable livelihoods with 
the global asylum agenda. 

Another important conclusion is that 10s need to ensure the rule of law. All 
public authorities should operate within the limits set by law, in conformity 
with the values of democracy and fundamental rights, including the right to 
non-discrimination, and under the supervision of an independent and impar- 
tial judiciary. If any of these elements is threatened, the principle inevitably 
becomes eroded. 

The impact of 10s (such as the wTo, the OECD, and the EU) on interna- 
tional trade is analyzed on the macro level, i.e., from the point of view of trade 
liberalization, cooperation between the wTo and the EU, and on the micro 
level, which involves the analysis of export credits — an export support instru- 
ment used by the wTo. It has not been confirmed that trade liberalization, 
carried out within the multilateral framework of the wro and supported by 
the OECD, contributes to sustainable development worldwide. Nevertheless, 
the WTO strives to create appropriate conditions for granting export credits in 
order to eliminate practices that favor one of the parties to the transaction; this 
forms the basis for the development of international trade as a GPG. There are 
a number of contentious issues that the wTo and the EU have yet to agree on 
regarding trade liberalization in the context of tariffs in the agricultural sector. 
The EU maintains much higher tariffs than those proposed by the wTo. The 
second issue is state aid. The EU proposes a more comprehensive approach 
to state intervention into trade, while the wTo argues that the EU supports a 
wide range of actors and sectors through a common budget. Importantly, it can 
be concluded that regardless of the profits generated through trade, it is crucial 
to ensure their fair distribution and future profits (Mendoza & Bahadur, 2002). 

In terms of financial management and stability, the World Bank provides 
loans to the governments of developing countries to help them finance devel- 
opment projects, economic reforms, and technical assistance. However, the 
specific procedures employed by the World Bank Group to the processing of 
loan applications and to capital management means that aid is granted only to 
a specific group of countries. This leads to the conclusion that the Bank’s over- 
all commitment to GPG production should be more strategic. The World Bank 
should also focus on policies and projects that complement its core activity, 
for instance, domestic loans. Programs and strategies developed by the Bank 
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should also involve external partners. The IMF’s assistance through debt relief 
initiatives, financial and technical assistance, supervision, and regulation all 
contribute to the effectiveness of economic reforms and economic adjust- 
ments of the member states, as well as development programs (IMF, 2022, 
p- 53). As for the EU and its financial stability, the coexistence of two distinct 
approaches to fiscal and monetary policy restrains the impact of the EU, as an 
10, on the financial stability of its member states. 

The conclusions regarding green energy are, unfortunately, quite unsat- 
isfactory. Despite all the efforts and actions undertaken by 10s (the World 
Bank and the EU), the financing of investments into energy security remains 
unsatisfactory. More effort is necessity, including greater financial commitments. 

Not only has the Covi1D-19 pandemic brought the importance of GPGs in 
the area of health to the fore, but it also exposed the vain efforts undertaken 
by certain institutions. Excessive death tolls and persistent health problems 
are the consequence of the underfunding of institutions, inefficient coordina- 
tion, inadequate preparation for emergency situations (e.g., the production of 
personal protective equipment or vaccines), as well as nationalistic attitudes, 
particularly evident in the redistribution of vaccines. Another problem is the 
sharing of intellectual property rights. With respect to these GPGs, certain deci- 
sions need to be taken at the national and regional level. Organizations such 
as the WTO, the wIPO, the EU, and the OECD provide the architectural frame- 
work for the international intellectual property system. In their actions they 
integrate the goals of sustainable development, including health, climate, and 
education to varying degrees. While the wTo specializes in trade and health, 
and the OECD in education, the scope of w1Po’s actions is quite comprehen- 
sive. What is more, these organizations use different instruments to exercise 
coercion to varying degrees. They also differ in terms of their impact. While the 
EU uses intellectual property law as an instrument that deepens integration 
and enhances its competitive advantage on the international stage, the wIPO 
and the OEcD focus rather on promoting the idea of intellectual property on a 
global scale. 

Positive conclusions have been drawn with respect to digitization. Just as 
with intellectual property, the 1Lo — as a UN agency — acts on a global scale, 
while the EU is a regional integration project whose legislation and policies 
may also affect other jurisdictions. 

When it comes to smart city projects, also in the context of sustainable 
development, the involvement of the EU in the implementation of smart city 
projects in Poland proves that 10s must play an important — if not crucial — 
role in helping countries become more resilient, sustainable, and responsible 
in the process of creating their public policies in this area. The skillful design of 


384 LATOSZEK AND KŁOS 


cities is very important for devising, managing, and investing in public goods; 
given financial constraints, this applies more to emerging countries and those 
in transition than to the most developed. 
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